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chalrman’s
statement

The vear covered by this report has been
a period of intfense change for Boots. In
spite of some challenging competition

and a downturn in the consumer

economy, | am pleased to report that
much of the work we identitfied as
necessary to make this business more
modern, competitive and efficient has
been successiully implemented. | can
confidently say that Boots is a very
different business than it was a year
ago - and one much better able to
deal with the challenges that it faces.

o~ el W
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total operating profit
before exceptional items

£m

pence
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5 8ie gl
turnover

including share of joint ventures
£m

£300m

returned to shareholders
through the share
buy-back programme

As | travel around and talk to our people
it i$ ciear that there is a new sense of
purpose and a greater energy throughout
the organisation.

Of course, change is never easy and the
past 12 months have not always been
straightforward. But, against a challenging
background we have produced good results.
We have the right strategy in place under
exactly the right management team — a
team which is doing a great job in a very
difficutt market.

Results and shareholder return

Our results for 2004/05 show the early
results of our attempts to rebase this
business. We are weaning the company
away from its reliance on charging ever
higher prices to a declining customer base.
Our strategy involves lowering prices

for shoppers, offering them increased
convenience and building on the trust

and expertise that customers have in our
products and our people. That means more
focus than ever before on health and our
core pharmacy business.

Boots The Chemists traded strongly for most
of the year, although it was not immune
from the slowdowns that hit the whole of
the high street in the run up to Christmas
and the New Year. In the middle of that,
however, we enjoyed our third strong
Christmas in a row with sales up by a further
4.2%. That gives us confidence that our
underlying trading remains strong. Further
evidence is provided by the growth our
pharmacies achieved — with their best
performance for five years. Boots Healthcare
International (BHI), our over-the-counter
healthcare manufacturing business,

£507 6w

operating profit

produced strong results again, with all its

Group sales for the year were £5.47bn,

up 2.7%. Operating profit was 8.7% lower at

£501m. The proposed final dividend of 21p

will take the total payout to shareholders for 7
the year to 30.1p — an increase of 1%. The

results mean that there will be no bonus

payments this year for almost all our

management team as we have not hit

our internal targets.

We have continued our share buy-back
programme, carrying out £300m of
repurchases through the year. This is part of
a major commitment to return surplus cash
to shareholders and make the balance sheet
more efficient. It has already returned nearly
£1.7bn over the last three years in the form
of share buy-backs and dividends with
further returns to come as part of the
commitment to the £700m share buy-back
programme made in May 2004 and the
promised return of a significant proportion
of the proceeds of the BHI sale.

Corporate development

As well as working to modernise our retail
business, we have tackled some strategic
issues. In September we said we would
exit the markets for laser eye correction,
dentistry, chiropody and laser hair removal
after deciding they would not make
acceptable returns.

in April we announced that we planned to
sell Boots Healthcare International. BHI has
gone from strength to strength under Boots
ownership. It is now entering the final year
of a successful growth strategy which has
seen profits increase significantly from
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chieff executive’s
review
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series of huge projects designed @© bring
this business up to date = and set it back
on the path to long-term sustainable
growth. When | look back over the period
| am amazed by what we have achieved
and proud of all our people who have
worked so hard to make sure things went
smoothly. Any one of the projects we
have undertaken had the potential to
really aitect trading if they went wrong.
Instead, most went befter than planned.
At the same time we are seeing early
encouraging signs that our strategy of
offering customers value, convenience
and expertise is starting to work.

We are now coming to the end of the first
phase of our journey as we start to bed down
all the changes we have made over the last
12 months to make sure they are really
robust. We are well on the way to being a
modern, competitive, efficient retailer.

We now have prices that are sustainable
and we have got a better buying programme
in place that means we can continue to
compete profitably. This is the model that
the world's most successful retailers use —
and it is the model we will use at Boots as
we strengthen our position as ‘“The Health
and Beauty Expert’.

So, as we take the changes we are making
to this business up to the next level, | am
confident that we can successfully change
Boots for the better.

Building a betier Boots

Let me list some of the things we have
done to build a better Boots. We have
lowered more than 3,300 prices - that is

a £200m investment. We have worked

to buy better, taking £30m off our cost of
goods from a standing start a year ago.
We have got 80% of the way through a
complete overhaul of the supply chain to
ensure that the right goods are on the
shelves at the right time. We have put
14,000 new tills in our stores. We have
redesigned our IT systems. We had our
biggest store opening programme for years,
with a new outlet opening on average each
week, many of them edge-of-town. We
closed our Airdrie manufacturing plant,
transferring all the work to our Nottingham
and European factories — at the same time
as we successfully relaunched N°7, the

£200mm

invested in lower
prices in the last
two years

product made there. And while all this was
going on we took more than 1,000 jobs out
of head office; that is one in three of the
people there.

That is not, however, the end of the change.
Many of these projects are ongoing. There is
more work to do on the supply chain; there
will always be more work in IT;, we have to
continue to offer value to our customers.
We must always look to be more efficient
and we need to ensure that our shops are
sited where customers want to shop and
open when they want to visit them.

The expert health and beauty

retailer in the UK

That full change programme is one thing.
But what | am perhaps most proud of is the
success we have been having in our stores.
We have continued to grow in the areas of
health and beauty and even in the very
competitive environment of toiletries.

What has been particularly pleasing is the
reaction to our efforts and investments to
revive our healthcare business. Health is the
comerstone of Boots. It is central not just to
what customers think of the company but
also to its economics — making up 40% of
our sales and 50% of our profits. That is
why | am delighted that we have had the
best year in our core pharmacy business for
five years. This is a strong platform for the
significant growth opportunities ahead. The
first and most significant of these will be the
change to the new pharmacy contract this
year, designed to take some healthcare work
off GPs and transfer it to pharmacists. We
are already starting to do some of this work.
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Over the last year we have done a great deal
to make sure that our stores reflected modern
retail practice. For the second year in @ row we
extended our trading hours = opening earlier,
shutting later and adding Sundays and some
Bank Holidays to our normal working days.
Meanwhile, the programme to give all 1,400
stores new, modern tills was completed and
we worked to improve store layout and signage.
But being modern is not just about our existing
stores. We have had the biggest store opening
programme for years, with the bulk of the new
outlets on edge-of-town sites. More and more,
customers expect the convenience that comes
with one-stop shopping in bigger stores and
Boots will continue to do all it can to meet

fthis demand.
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operational
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fforward in the past 12 months. We have
been talking about change for more than
ftwo years now. But the progress made in
2004/05 has really moved the business
on. We have, among other things, cut
prices on & further 2,000 lines by about
14%, changed opening hours, put more
stores in places where customers want
o shop and relaunched key lines. We
have re-engineered our supply chain,
rebuilt our IT systems and shut a

major manufacturing plant.

We have been working to ‘put the chemists
back in Boots' — a recognition that healthcare
has always been at the heart of our business
and will continue to be. It has not all been
straightforward. The changes have been
made as the trading environment has )
worsened and our sales line did not perform
as well as we hoped in the last quarler of
the year. But nothing that has happened

has knocked our faith in our strategy. We
are building a platform for a better Boots;
one that is true to its heritage, a company
trusted by successive generations because
it is the health and beauty expert.

Boots The Chemists

Boots The Chemists (BTC) made real
progress this year. Customers responded to
2,000 lower prices that over two years mean
3,300 lines are on average 18% lower. Sales
grew throughout the first half and, although
the second half was below our initial
expectations — largely due to the consumer
downturn that hit retailers across the high
street — we still enjoyed our third successful
Christmas in a row. Overall, we were
encouraged by a year in which we took
further important steps on our journey.

2,000

further lower
prices in the year

Sales £fm 4,651.1

Increase % 38
Profit £m (before exceptionals) 470.0
Decrease % {11.8)
Sales split £m
Health 1,862.5
Beauty & Toiletries 2,054.7
Lifestyle 733.9

Strategy We have developed a very clear
strategy for Boots The Chemists. Central
to the strategy and its success is our
healthcare offer. Why? Because this is the
thread that ties all our stores together; big
or small, urban or rural, central or edge-of-
town. We have 1,400 stores and in nearly
every store there is a pharmacist able to
offer guidance and expertise on healthcare
matters. Healthcare is a growing market as
the population ages and the need to make
health provision easier and more convenient
means the role of the pharmacist is
increasing in our everyday lives.

Of course, beauty and toiletries will continue
to be key markets. Our expertise in beauty
and our growing number of beauty halls has
delivered market share growth. In toiletres,
the most competitive area and where our
rivals are strongest and pushing hardest, we
have competed well and held market share.
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.>.3:mmm3mm3m,.>.®:m,\m.@mm.o_oowim
closely at the type of stores we open.

Much of our thinking came together with
the opening of our 20,000 sq ft store on the
outskirts of Glasgow. We have also worked
onh opening new stores as cheaply as
possible. For example, our new store
opening on the edge of Merthyr Tydfil was
developed to run on much lower operating
costs — and is already operating above its
original sales plan.

And just opened is a premier store for
London. Our portfolio in London has not
been what it should be for some time, with
so many small stores — and this is what
many of the key opinion formers who
comment on our business see on a day-to-
day basis. But our new store, in the middle
of Oxford Street with four floors of selling
space, represents the very best of modern
Boots. Our London corporate offices will also
be moved there — so we will be living right
above the shop. We have also extended and
refitted our store in High Street Kensington
as we right our portfolio in London. Already
sales in this store are up over 20%.

We have also been designing new ways to
get the best out of our current stores. We
have adopted a new space management

1,000

stores now with
Smartscript [T system

system and changed space where suitable
to make sure the right goods are being
displayed in the most appropriate way.

We have worked hard on improving store
navigation, with better signage, so customers
can find their way around quickly and easily.

In April we announced plans to sell 300

of our smaller stores and lease them back.
This does not mean we are not committed
to these stores — quite the reverse. Small
local stores will continue to be an essential
part of the Boots offer. Sale and leaseback
arrangements are common in retail and the
money that we raise, expected to be in the
region of £250m, be used to pay down
short-term borrowings.

Advantage Card We have been working
hard to ensure that more people appreciate
the excellent value offered by the Advantage
Card. We are also working hard on using the
information we get from the card to drive
sales. The importance of the card is obvious.
Cardholders visit stores more often than
customers without a card — and spend
more. We already have 14 million active
cardholders — but that still leaves many of
our regular customers without one. Through
the year we have added one million new
carcholders.

We also started to tailor our direct mailings
more than ever before. Towards the end of
the year we sent out our most personalised
mailing yet. We used card data to work out
which of our shops our customers used and
which goods they bought most often - and
sent them coupons we thought they were
most likely to use based on their spending
patterns.

Health Our core pharmacy business had its
best year for five years, with our dispensing
business issuing 94 million items. That
means that every second we dispensed nine
items from our pharmacies. The business is
growing in line with the market, for the first
time in five years. But in a growing and
changing market there is much more to

go for — and as we have said, health is

the very heart of Boots.

Over the past year we opened 80 new
pharmacies and over 1,000 of our stores
now have the ‘Smartscript’ information
technology system to aid customer choice
and put us in a strong position for the future
changes to the way in which prescriptions
will be dispensed from GPs’ surgeries.
Among other highlights was our growth in
the Prescription Collection Service (PCS) —
where we pick up prescriptions from
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more healthily. while not compromising on
taste. We also relaunched our meal deal to
offer the best combination of value and
choice on the high street.

In photography, we continued the process
of shifting more towards digital cameras and
processing as the traditional photo market
declined further. We expanded our digital
offer in larger stores to concentrate on

that growing market and grew our range

to include the latest in phone camera
technology. We were the first to install self-
service digital kiosks in our stores as we
sought to ensure that we are at the forefront
of offering customers the opportunity to
take advantage of the technological
advances in this growing area.

But not everyone has gone digital yet, and
Boots will continue within the traditional
photography arena. We took market share
in traditional processing in every month
since July and over the year sold 16 million
rolls of film.

Services This year saw the final stage of
our gradual withdrawal from our services
offering. The exit from laser eye correction,
dentistry, chiropody and laser hair removal
was part of the continuing focus on the
business of Boots The Chemists. In spite

of improvement in productivity across the
services, there was little prospect of the
businesses making acceptable returns
for the group going forward.

Boots Opticians

it continued to be a tough year for our
opticians business as we have continued
the process of integrating it back into the
core Boots The Chemists chain. In spite

of selling more than one million pairs of
glasses a year we continue to face increasing
competition as well as lower consumer
spending on fashion items. We have
stepped up our game and begun to
compete more on value and range as well
as continuing to focus on the quality of our
offer and the expertise that we provide.

(Cpfdens ]
Sales fm 1825
Decrease % (8.6)
Operating profit £m (before exceptionals) 4.2
Decrease % (67.4)

boots.com

Last year, boots.com managed to deliver
sales growth of more than 30%, despite
some operational challenges, as we worked
to make the site easier to shop and our
back-shop more efficient.

£87.8m

profit delivered
by BHI

Premium beauty products have continued to
sell well online, with boots.com one of the
few official online stockists of the full ranges
of brands such as Estee Lauder, Clinique,
Chanel and Clarins. Gifts had another year
of strong sales with new areas such as toys
and outdoor gifts performing particularly
well. We also had excellent sales growth

in extended online ranges in areas such as
home entertainment and photo, with web-
only deals driving significant volumes.

This year we will work to eliminate the
operational constraints and continue to grow
in confidence that boots.com represents an
area of strong potential for future growth.

Boots Healthcare International

BHI has enjoyed further success - reporting
its third record year of organic growth by
delivering sales and profits above plan. The
business is now entering the final phase of
a fouryear plan and is in great health.

[Boois Healthcarelinternationall

Sales £m 522.7
Increase % 5.8
Profit £fm (before exceptionals) 87.8
Increase % 12.7
Core brand sales £m Increase%
Nurofen 150.4 8.1
Clearasil 914 6.0
Strepsils 91.0 9.3
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USA, are now profitable and we have grown
sales by 20%, exceeding our projections.

Outlook We are gaining confidence in the
demand for Boots brand products around
the world and are making good progress in
our ability to meet that demand profitably.

Getting in shape

We have continued to pursue our plan,
announced in 2002, to cut costs, with an
intended target of saving £100m per annum.
This year we have made more progress than
ever before as the full impact of changes
that have been in train for some time really
started to take effect.

Over the past year we have implemented
our plan to remove 1,000 head office jobs —
about one in three of our people there.
Under the old system there were too many
layers of management and too much
duplication. The organisation had become
too slow to react to today’s fast-changing
retail environment. Now jobs have gone
from almost every department at every level.

The challenge has been to make the
changes as painless as possible for our
people. And to ensure that those left are
not demoralised by the process and can

90%

re-employment
achieved on
closure of our
Airdrie factory

continue to work towards delivering a better
Boots. We take seriously the task of doing
things the right way. If trust is an important
element of our brand for consumers, we
can only deliver that fully by being a good
employer. That means supporting our
people through change; helping them find
new jobs, or preparing them for retirement.
We provide financial support, expert careers
advice and counselling on job opportunities.
As a result of these efforts, most of the
redundancies were achieved voluntarily.

Manufacturing We have faced huge change
in manufacturing with the closure of our
Airdrie plant in Scotland. The decision made
sound commercial sense, but we were
keenly aware of the potential impact on the
local community and were determined to do
everything in our power to minimise it. Over
a two-year closure period, which ended in
February, we worked in partnership with
local authorities to bring new employment
opportunities to the area and to stimulate
the local economy. Our partnership with
Lanarkshire Council and Scottish Enterprise
Lanarkshire means that 90% re-employment
was achieved. We continue to work in
partnership for the regeneration of Airdrie.

At the same time, the move of production
to our other facilities went smoothly. And
we had a successful relaunch of N°7,

the cosmetic product made there.

A store-friendly supply chain Twelve
months ago we knew we had a lot to do to
make sure that all our customers could find
the goods they wanted when they wanted
them. Today we know we have made huge
strides. To sum up our approach, we wanted
to make sure that the deliveries to stores
are what our customers are actually buying
on a day-to-day basis — not what head
office thought it might be. We have totally
re-engineered the supply chain and are
now about 80% of the way through the
programme. The remaining 20%, to be
achieved this year, will be a focus on
making sure that the stores know how

to get the very best out of their systems
and ways of working.

Purchasing As we continue to deliver lower
prices to our customers, our costs become
ever more critical and in particular our spend
with suppliers. Over the past year we have
put in place a 'Better Buying’ programme
which has delivered more than £30m of
savings. This has been achieved through
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corporate social
responsibility

@D 06R A 1A i
ining business

a>e

s n a socially resoonsible
way is at the very heart of Boots. For more
than 100 years we have recognised that the
interests of Boots and all its stakeholders
are mutually dependent. In 1919, Jesse
Boot, wrote: ‘Fellowship in recreation,
fellowship in ideals, common sympathies
and common humanity bind us together
and whatever fosters this happy union

is valuable! Today's Boots feels exactly

the same. Caring is part of our heritage.

It will always be part of our future.

Two years ago we adopted a new, more
systematic approdci v 1epuiting o anda
measuring the results of our many and
varied Corporate Social Responsibility (CSR)
activities. These are now grouped under
four headings: Community, Environment,
Marketplace and Workplace. This enables us
to better manage, monitor and communicate

this important business agenda.

Community

Here our aim is to create a genuine sense
of partnership in the communities we serve
and to be regarded as a good neighbour.

Town centre management Boots continued
its work supporting the growth and
development of town centre management
partnerships. This commitment to positive
private and public sector work is part of a
15-year commitment to such initiatives.
Town centres are economic competitive
locations and the private and public sector
have an equal interest in their prosperity —
the private sector for reasons of investment
and the public sector through the need for
an environment which can be valued by all
sectors of the community. Working together
we can have a marked impact in areas such
as crime prevention, economic regeneration

and improved public transport. Boots is a
fsundnr mamber of tha Agsociation of Town

Centre Management and today contributes
over £500,000 to the core funding of more
than 130 separate initiatives. Additionally,
our store managers are heavily involved in
and locally support such schemes in many
practical ways.

Helping to start a lifetime of reading Boots
Books for Babies is the largest early book
scheme of its kind in the UK. The partnership
between Boots, Nottingham City and
County Library Services and health visitors
in Nottinghamshire was established in 1998.
The aim of the initiative is to develop a love
of books in young children and a lifetime of
reading by encouraging parents to share
books with their children from nine months
onwards. More than 50,000 babies born in
Nottinghamshire have now received a free
Boots Books Babies bag. A recent social
impact research study confirmed that the
programme has made a significant impact
on children — physically, intellectually and
creatively. Importantly, parents too have
benefited, developing their own parenting
skills and learning how to support and
enthuse their children.
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» corporate social responsibility

Marketplace

What we do at Boots is not enough on its
own — we are part of a larger marketplace.
We have never seen a contradiction
between running a commercial business
and providing a valuable service to society.
That is part of our heritage, which is clearly
reflected in the way in which we do business
in the widest sense — through our stores,
our products, our suppliers and our general
approach to life.

Working with suppliers Retailers have
always faced a huge challenge in ensuring
that all its suppliers treat their workers fairly
and manage the impact they have on the
environment. The internationalisation of our
supply chain only makes the issue more
complex. We are not perfect, but we are
determined to make sure that high
standards are in place. We know that

we have a robust way of monitoring the
situations fnvolved and ensuring they are
effectively managed. We continue to learn
and promote best practice through our
membership of the Ethical Trading Initiative,
an alliance of companies, non-governmental
organisation and trade unions which exists
to promote the observance of internationally
recognised labour standards. Part of our
membership commitment was to assess all

90
newtons, the pull we puton a
teddy bear's eyes for five minutes

to make sure the product reaches
our safety standards

of our Boots brand suppliers against a code
of conduct by April 2006. We are on course
to meet that commitment.

Safety testing At Boots, we take very
seriously our commitment to ensuring that
all the things we make and sell meet the
highest quality and safety standards. Many
of our products are tested to levels far
beyond the formal British and European
legal standards at our quality testing centre
which is the best of its kind. For example,
the law says that a teddy bear’s eyes must
be able to withstand a pull of 90 Newtons —
equivalent to nine 1kg bags of sugar — for
10 seconds. At Boots, our teddy bears are
not sent out to shelves unless their eyes
remain firmly in place when subjected to a
pull of 90 Newtons for a full five minutes.

In health and beauty we are firmly committed
to ensuring that none of our own-brand
products rely on animal testing — something
we stopped doing in 1976. But that does
not mean that our products are not
absolutely safe. The solution? Our feading
in-house product development and safety
expertise, combined with a 3,500 strong
army of volunteers, recruited locally and
ready to help us at our Nottingham testing
centre whenever we need them.

Supporting charities At Boots, we work
with a number of nationai charity partners
each year, not just to raise money, but also
to increase awareness of the issues that are
important to them. Over the last year we have
worked with Breast Cancer Care, Tommy's,
the baby charity, and Children in Need.

It was our eighth year in partnership with
Breast Cancer Care. Through our ‘be up
front’ campaign, during September and
October, we have done a great deal both to
increase awareness of the importance of
regular breast checking and raise vital funds.
We have raised more than £1.7m for the
charity since our partnership began. In
addition to selling pin badges, our N°7
team have continued their support and
donated a proportion of profits on a
selection of pink products. Our people
in-store carried out mini makeovers

in return for a donation and took part in
other in-store fundraising activities.

We worked with Tommy’s supporting their
work in the field of prematurity, stillbirth and
miscarriage. Through the year we sold pin
badges in all our stores, raising more than
£400,000. We have also helped to raise
awareness of Tommy's work through support
for the Splashathon, in June 2004, where tiny
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board of directors
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during the year to March 2004 and we
announced in May 2004 that we intended
o increase our debt through returning
£700m of surplus capital to shareholders
in order to make our balance sheet more
efificient and enhance earnings per share.
At the same time, we intended to maintain
a strong investment grade credit rating.
The surplus capital was to be returned

in two tranches, with the second tranche
dependent on future business performance.

During the vear we have implemented this
strategy and returned £300m of surplus
capital. Net Debt for the group has increased
from £148.5m to £594.1m as a result of this
and an increase in working capital. The first
tranche of share buy back amounting to
£350m was completed in May 2005. In April
2005, we announced that the second £350m
tranche would be returned over a two to
three year period, slower than originally
anticipated due to the worsened short-term
market prospects and consequent reduced
cash generation for Boots The Chemists.

In April 2005, the company announced

its intention to sell the Boots Healthcare
International business and return a significant
amount of the proceeds to the shareholders.
We also exited the loss making dentistry,
laser eye correction, laser hair removal and
chiropody businesses during the year, from
which an exceptional loss of £57m resulted.
Both of these decisions enable resources to
be even more focused on the core Boots
The Chemists business in future, and enable
the business to maintain an efficient balance
sheet, whilst still retaining a commitment to
a strong investment grade credit rating.

During the vear. we have invested
substantially in the Boots The Chemists
business with £225m of capital expenditure.
and £115m of revenue investment to make
the business more modern, competitive
and efficient. We continued with our store
development programme with 47 new
stores opening in the year, including 23

in edge-of-town locations. We have also
continued to invest in lower prices and in
longer opening hours to make the offer
more competitive. Significant investments
have also been made in the logistics and
information technology infrastructure and
both of these programmes have equipped
the company to compete more efficiently in
the modern retail environment. We believe
these investments were necessary to enable
Boots The Chemists to achieve long-term
sustainable growth.

We also announced in April 2005, the
group's intention to sell and lease back
approximately 300 of its secondary freehold
properties with anticipated proceeds in
excess of £250m. This transaction will
crystallise the value from a very strong retail
property market, whilst at the same time
providing the group with flexibility to
manage its store portfolio. The proceeds
will be used to repay short-term debt.
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property to match longer-term liabilities. The
remaining 85% of assets will be invested in
a diverse portfolio of high gquality investment
grade bonds of varying maturity, with
interest rate and inflation-linked swaps used
to improve the matching characteristics with
liabilities. At 31st March 2005, the
implementation of this investment strategy
was almost complete. The overall asset
allocation provides a relatively good hedge
against liabilities on an actuarial basis, and
on an accounting basis under FRS17, and
under IAS19 going forward. The trienniel
valuation as at April 2004 of the Pension
Scheme has now been completed and the
Trustees have agreed a new contribution
schedule with the group. Under the actuarial
assumptions used, there was a funding
deficit of £83m which the group has agreed
to make good with additional contributions
(over and above the normal accrual rate) of
£11.7m over 10 years.

Accounting Standards

The Accounting Standards Board issued
new standards on accounting for own
shares. Previously any own shares
purchased were capitalised as fixed asset
investments and amortisation charged to the
profit and loss account. The new standards
require the cost value of own shares to be
deducted from reserves and for the fair
value of shares and options to be charged
through the profit and loss account. The
impact on profit to Boots is negligible,
although there is a £74.7m reduction in

reserves as a result of the new balance
sheet treatment. The full impact 1s explained
in note 21 to the accounts.

International Financial Reporting
Standards (IFRS) became mandatory for the
consolidated financial statements reported
by all EU listed companies from 2005
onwards. For Boots this means adoption for
the year ended 31st March 2006 and work is
well underway to migrate Boots to the new
standards. The full analysis of impacts is
now complete and has confirmed that the
impact on the profit and loss account is
unlikely to be significant. A number of
balance sheet restatements will be made
with an overall impact on net assets of £f4m,
the key ones being (with March 2005
estimates):

» Pension Fund deficit will be included on
the balance sheet and the SSAP24 debtor
previously reported removed. The impact
on net assets is a reduction of £136m.

> Deferred Tax will be provided on revalued
buildings, rolled over capital gains, leases
and brand expenditure. The impact on net
assets will be a reduction of £4m.

v

Proposed Dividends will no longer be
provided for in the financial statements.
This will increase net assets by £150m.

> Leases. The classification of certain leases
as finance leases (previously treated as
operating leases) and the different
treatment of lease incentives reduces
net assets by £11m.

Other smaller charges will arise as a result
of charges 1o financiai instruments and site
fee income.

Treasury policy and controls

Treasury policies are reviewed and approved
by the board. Treasury has responsibility for
the group's funding and cash management,
and manages the group's counterparty
credit, interest rate and currency risks. It
enters into financial instruments solely for
the purpose of managing these risks. It does
not act as a profit centre and the undertaking
of speculative transactions is not permitted.

Note 19 shows further details under
the disclosure requirements of FRS13
‘Derivatives and Other Financial
Instruments Disclosures’.

Liquidity and funding The group finances
its operations through a mixture of retained
profits, capital markets funding, bank
borrowings and leases. The objective is to
ensure that the group has access to liquidity
at all times and can fund in a cost-effective
manner. This is achieved through arranging
funding ahead of requirements, maintaining
sufficient undrawn committed facilities to
meet unanticipated needs and maintaining
good access to the capital markets through
a strong investment grade credit rating.
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Board

Audit Committec

Nominations Cornmittee Remuneration Committee Social Respensibilities Committee

Attended Maximum Attended Maximum Attended Maximum Attended Maximum Attended Maximum
possible possible possibte possible possible
attendance attendance attendance attendance attendance
R A Baker 10 10
P Bateman 9 10 4 4
m,mzz_zr ‘ 8 10 1 4 1 1 3 5 3 4
G N Dawson o 10 10 4 4 1 1
H Dodd . ‘ 10 10
T C Parker . . 9 10 4 4 1 o 1 5 5 3 4
H _w_o_x - - 8 N 10 4 4 1 1 5 5 4 4
Dr M P Read - 9 0 ] , 1 i 5 5
Sir Nigel Rudd ‘ o 10 10 1 1

A schedule of matters reserved for decision by the board is maintained, including the approval
of the annual report and accounts, the long-term objectives of the company, the strategy to
achieve those objectives, the annual operating plan including the allocation of human and
financial resources and against which business performance is assessed, significant investment
and disposal decisions, the structure of the group, payment of dividends, changes in
accounting policies and practices, remuneration of and changes to the auditors, treasury
policies, and the appointment and removal of the company secretary. The board delegates

to management the management of the business.

For all board meetings an agenda is established. For regular meetings this generally comprises:
Reports from the chief executive, the chief financial officer and the HR and operations director,
including a health and safety report: Reports on the performance of the businesses: Approval of major
items of expenditure, and other significant policy issues. The board is also notified of any
permissions given to directors and senior managers to deal in the securities of the company
under the company's dealing code and receives reports from the committees of the board, to
enable it to satisfy itself as to the matters within their remit. Appropriate paperss are provided to
the directors in advance of each board meeting. In addition the board considers at least annually
the strategic plans of the group and of individual businesses, and from time to time directors
receive presentations from management concerning key areas of the group’s operations.

Full year and interim results are reviewed by the board audit committee and approved by the
board prior to publication. Other price sensitive announcements may be published under the
authority of a director.

The composition and terms of reference of board committees, and a summary of the current
terms of reference and details of membership of major board committees during the year are
set out on pages 29 and 30.

In the furtherance of their duties, the directors have full access to the services of the company
secretary and may take independent professional advice, at cost to the company, subject to

a limit of £25,000 and to prior notification to the chairman of the audit committee. In addition,
each of the committees of the board is entitled to take independent professional advice as
appropriate. The company maintains appropriate directors and officers insurance in respect

of legal action against its directors.

The company provides corporate governance training to those directors for whom it is their first
appointment 1o a listed company board, and provides a tailored induction programme for all
directors on appointment. The induction programme includes details of board and company
policies and procedures, information and briefings by members of management on the
company’s business and operations, and on laws and regulations particularly applicable to
them, and visits to stores, factories, warehouses and other operations. The board is regularly
updated on developments relating to the business of the company, corporate governance and
other matters of relevance, and non-executive directors attend the company's business
conferences and visit the company’s operations.

The board’s policy concerning the appointment of executive directors to be non-executive
directors of other companies is that the additional experience and knowledge such an
appointment brings benefits the company, and accordingly, executive directors are permitted to
accept one such appointment where no conflict of interest arises, and to retain the fees received.

All non-executive directors disclosed to the board prior to appointment their significant other
commitments, and they are required to notify and have notified any changes to or ad nal
commitments from time to time. Sir Nigel Rudd is non-executive chairman of Pilkington and
of Pendragon, and during the year was appointed non-executive deputy chairman of Barclays.
The board is satisfied that Sir Nigel meets his obligations to the company.
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The external auditors attend meetings of the committee, other than when their appointment or
performance is being reviewed, and the head of the internal audit tunction, the chiet financial
officer and members of the finance function attend as appropriate. The committee meets with
the auditors in the absence of management at least twice a year.

The external auditors are appointed annually at the annual general meeting. The board audit
committee considers the reappointment of the auditors and reports its findings to the board. The
board audit committee periodically considers the performance, cost and independence of the
external auditors, including a comparison of audit fees with those of other retail and FTSE100
companies and reviews the level of service provided by the audit team throughout the group.

In March 2004 the committee adopted a new policy on the engagement of the auditors to
supply non-audit services to ensure that auditor independence is not compromised. The policy
identifies three categories of non-audit work. Firstly, work such as systems implementation, full
outsourcing and preparation of accounting entries and financial information that the auditors are
not to perform as to do so would represent a real threat to independence. Secondly, some audit
related and advisory services where work can only be undertaken by the auditors with the
approval of the audit committee. This category is sub-divided into those projects that require
approval regardless of the fee level, for example, staff secondments and advice on design and
implementation of policies and controls, and those projects where approval is required if fees
exceed a set limit, such as advice on tax matters, advice on preparation of financial information,
due diligence and related advice, preparation of completion accounts and training support.
Lastly, projects where the work is clearly audit related and where the auditors are best placed

to do it, such as regulatory work and acting as reporting accountants, do not of themselves
require approval, but given that the level of non-audit fees may themselves constitute a threat,
audit committee approval is required if total fees in this category exceed £0.5m.

The committee monitors the overall level of non audit fees, is satisfied that its policy falls within
the requirements of the Auditing Practice Board, and ensures compliance with that policy.

The auditors annually confirm their policies on ensuring auditor independence and provide the
committee with a report on their own internal quality control procedures.

In addition to discharging the responsibilities described above and its work in connection
with the audit and auditors, the committee during the year reviewed the plans to implement
International Financial Reporting Standards, and the judgements proposed where alternatives
are available, and {in light of the APB Ethical standards issued on 17th December 2004 with
which auditors must comply) reviewed the auditor terms and conditions and concluded that
they are more than adequate.

Board remuneration committee
Directors who served on the committee during the year are as follows:

Dr M P Read (chairman)
J Bennink

T C Parker
H Ploix

The board remuneration committee met five times during the year.
The main responsibilities of the committee are to:

> Determine and review from time to time the framework, broad policy and specific terms
for the remuneration and terms and conditions of employment of the Chairman of the board
and of executive directors, including the design of targets and payments made under any
bonus scheme. ’

> Agree any compensation for loss of office of any executive director.

> Recommend and monitor the level and structure of the remuneration of senior managers.

During the year under review the committee reviewed its advisors and appointed Kepler
Associates as advisors to the committee. Assisted by Kepler, the committee reviewed executive
directors and executive remuneration, and, after consultation with shareholders, approved
proposed new long term incentive plans, which are described in the Directors’ Remuneration
Report, and will be considered at the company’s AGM. The committee also during the year
reviewed salaries and allowances, made grants and made awards where appropriate under the
Executive Share Option Plan and Long Term Incentive Plan. The committee is currently
reviewing executive directors’ pension arrangements.

A report on the remuneration of directors appears on pages 32 to 41.
Board social responsibilities committee
Directors who served on the committee during the year are as follows:

J Bennink
T C Parker

H Ploix {chair)
P Bateman

The board social responsibilities committee met four times during the year. The main
responsibility of the board social responsibilities committee is to keep under review and advise
the board on the company’s policies and practices in the areas of social responsibility, including
those relating to health and safety, the environment, diversity and equal opportunities, race
relations, employment of the disabled, charitable giving and ethical matters, and the company’s
values and standards.

During the year, the committee reviewed those matters within its remit, and approved a revised
code of conduct for ethical trading and reviewed and monitored performance against agreed
targets in the area of social responsibility.

Investor relations

Communications with shareholders are given a high priority. In addition to the annual and half
year results presentations and the annual general meeting, a programme of meetings between
institutional shareholders and executive directors or the Chairman is held throughout the year.
A summary of the views expressed at these meetings is reported to the board. At each board
meeting a report is given on shareholders’ and analysts’ views, issues (if any) and expectations,
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directors’ remuneration
report

Compliance

This report has been prepared in compliance with the Directors’ Remuneration Report
Regulations 2002 {the 'Regulations’) and Schedule B of the Combined Code annexed to the
Listing Rules of the FSA.

Remuneration committee (the ‘Committee’)
The members of the Committee during the year were:

J Bennink
H Ploix

Dr M P Read {chairman)
T C Parker

The main responsibilities of the Committee are summarised in the corporate governance
statement on page 30.

In July 2004 the Committee appointed Kepler Associates to provide it with external advice

in determining the appropriate remuneration, terms and conditions and bonus schemes for
directors, and to assist it in reviews of remuneration policies and practices. Prior to that the
Committee was assisted by Towers Perrin. Sir Nigel Rudd, Chairman of the board, Mr R A Baker,
the chief executive and Mr P Bateman, human resources and operations director, have also
advised the Committee when requested. Kepler Associates, and before them Towers Perrin,
have also provided the Committee and the company with market data for executives and senior
managers, and consulting support in reviewing pensions, long term incentive plans, and in
reviewing current remuneration trends. The Committee is conscious of the need to ensure that
no conflict of interest arises as a result of Kepler Associates advising both it and the company,
and keeps that under review, but believes that the benefit of consistent advice and policies
throughout the company outweigh the possible problems arising from such dual appointment.

A summary of the terms under which Kepler Associates provide services to the Committee and
to the company are available upon request from the company secretary and on the company's
website. :

Remuneration policies

In determining remuneration policies for the current, following and subsequent financial years,
the Coimmittee has followed the provisions of Section B of the Combined Code. Policy in
relation to remuneration, and practice, inevitably evolves over time and the policy with regard
to future years will be subject to ongoing review by the Committee.

The objective of the Remuneration Committee is to ensure that the remuneration of directors
and of senior managers is adequate to attract, retain and motivate high calibre management.

In 2002 the Committee positioned executive directors’ salaries and non-executive directors’
fees at the market median in the light of independent assessment of market practices, and has
done so in respect of directors appointed subsequently. The Committee adopted a policy that
executive directors’ salaries {(assuming no change in responsibilities) would be increased
annually in line with inflation, subject to total pay being benchmarked against the market every
three years and intended that over time the proportion of executive directors’ total remuneration
that is dependent upon performance would become greater.

The Committee has undertaken a thorough review of total remuneration during the year and,
after consultation with major shareholders, has adopted a policy which will {subject to approval
of the proposed new long term incentive arrangements at the AGM) significantly strengthen the
link between remuneration and performance. The proposals would result in decreased reward
for average performance and increased reward for superior performance, and will rebalance the
incentive mix to reward long term outperformance. The Committee has also decided that
market competitiveness of remuneration would in future be assessed primarily in terms of total
remuneration, with less emphasis on base salary.

In broad terms, under the new arrangements, if the group meets its target levels of
performance then performance-related pay is likely to account for approximately 60% of the
chief executive’'s remuneration and 57% of that of the other executive directors. For top quartile
performance, performance-related pay will account for around 80% for the executive directors,
depending on share price growth from the start of the performance period to the end.

The way that business performance is measured for bonus and share option schemes for
executive directors and senior managers flows from, and is consistent with, business strategy,
and with the board’s governing objective of maximising the value of the company for the
benefit of shareholders.

The Committee believes that share ownership provides an effective way to align the interests
of shareholders and executives and the Committee has adopted a policy of requiring executive
directors over time to achieve a holding in the company's shares having a value equivalent to
their base salary, and participation in the proposed bonus co-investment plan of at least one
quarter of any short term bonus payment will be mandatory for executive directors until the
sharehclding target has been met.

Non-executive directors do not participate in any bonus or share option schemes.

It is the practice of the board to maintain contact where appropriate with its major shareholders
about remuneration issues.
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> directors’ remuneration report

The peer aronp comorises those companies that the Committee considered at the beainning of
the cycle to provide the best comparators for performance given the mix of businesses carried

on by the company, and the peer group is reviewed before each performance cycle to maintain
its relevance. For the three-year period from 1st April 2004 the relevant peer group was:

Alliance UniChem Reckitt Benckiser

Dixons J Sainsbury
Great Universal Stores Smith & Nephew
Kingfisher Tesco

Marks & Spencer WH Smith

Subject to the approval by the AGM of the new Performance Share Plan, the performance cycle
which commenced on 1st April 2004 will be the last one under this scheme.

Executive Share Option Plan Under the Executive Share Option Plan executive directors (and
other employees) can be granted options to subscribe for ordinary shares in the company. The
maximum number of options that can be granted under the plan to any executive director in any
financial year of the company is options having an exercise price of twice the annual basic salary
of the director. Grants are not normally expected to exceed one times annual salary. Options
granted to executive directors must be subject to the satisfaction of a performance condition.

The Executive Share Option Plan aligns returns to shareholders with reward to executives if share
price growth is achieved and the performance condition is met. The value of the options is
directly linked to share price movement. The condition imposed in respect of all options granted
to date is average annual growth in earnings per share (EPS) over the relevant period at least
equal to the increase in the index of retail prices plus 3% calculated as follows: Base EPS is the
EPS for the financial year preceding the performance cycle. An EPS target is calculated each
year by applying the following formula: Base EPS x {100 + increase in RPI + y) where y is 3 in
year one, 6 in year two and 9 in year three and so on.

If the average of the actual EPS over the performance cycle equals or is greater than the target
EPS, the performance condition is met. If the performance condition is not met, then for
options granted prior to 2004/05 performance is re-tested annually until the end of the sixth
year using the same methodology. If the performance condition has still not been met at the
end of the sixth year, the options lapse.

The Committee, mindful of the views of investors in respect of the retesting of the performance
condition attached to the exercise of executive share options, decided that, in respect of
options granted in 2004/05, only one retest be permitted, as opposed to the three retests
previously permitted under the rules, this retest to take place at the end of the fifth year, if the
performance condition is not met after year three.

The EPS performance measure in the share option scheme was chosen because it provides an

absolute (as opposed to relative) financial measure of company performance and complements
the TSR performance measure in the LTBS. RPI is taken from the index published in March each
year, and EPS is calculated in accordance with FRS14 ‘Earnings Per Share’ which the Committee
believes to be a transparent and well recognised way of doing so.

The Committee agreed that Richard Baker would on joining receive share options of three times
his annual salary. Accordingly, a grant of twice annual salary was made under the Executive
Share Option Scheme, and a grant of once times salary under his individual option plan, an
arrangement identical in all respects to the Executive Share Option Scheme, made pursuant to
paragraph 13.13A of the Listing Rules, and details of those arrangements are set out on page 40.

Share options granted under the SAYE share option scheme are not subject to performance
conditions and, given the ‘all employee’ nature of the scheme and its revenue-approved status,
it would not be appropriate to do so. No SAYE share option grants have been made since 1999
and no director holds any SAYE options.

Pension entitlement All executive directors in office at 31st March 2005 receive pension
entitlements from the company’s principal UK defined benefit pension scheme, referred to in
note 27, and supplementary pension arrangements which provide additional benefits aimed at
producing a pension (when taken together with retained benefits from other employment) of
two-thirds final base salary at normal retirement age, subject to revenue limits. Non-executive
directors are not members of any company pension arrangements. Pension entitlement is
calculated only on the salary element of remuneration.

All directors are currently subject to the existing revenue caps, and accordingly are also
members of unfunded unapproved pension arrangements which provide similar benefits in
excess of the caps. Itis currently intended that these arrangements will continue following the
change in pension taxation after utilising the new lifetime allowance.

Other benefits Executive directors are entitled to a company car, or payment in lieu, sick

pay, holidays and other benefits comparable to those provided by other major companies.

Mr R A Baker, Mr P Bateman and Mr H Dodd participate in a funded unapproved death benefit
scheme which provides benefits on death comparable to those contained in the company’s
approved pension schemes in respect of income above the revenue income ‘cap’. Sir Nigel Rudd
is reimbursed the expenses that the Committee consider reasonable for providing his own car
and driver whilst travelling on the company’s business.

Contracts of service The Chairman and each of the other non-executive directors has a written
letter of appointment with the company, terminable by either party without notice or
compensation.
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The following table sets out dilution information under discretionary and non discretionary
schemes for the year and for the previous nine years in accordance with the best practice

suggestion contained in the NAPF corporate governance policy.

Options over new
shares outstanding

Options granted

Options exercised

Options lapsed

Obligation
transferred to QUEST

Options outstanding
over new shares

Issued share omn:m..

% options over

at period start over new shares over new shares over new shares {purchased shares) at period end at period end new shares to ISC
April 95 —March 96 - SAYE 11,846,645 2,228,376 1,469,013 1,300,909 11,305,099 953,784,198 1.185
- Exec 4,835,500 _ 0 1,397,000 157,500 3,281,000 953,784,198 0.344
— Total 16,682,145 2,228,376 2,866,013 1,458,409 14,586,099 953,784,198 1.529
April 96 — March 97 - SAYE 11,306,099 3,515,062 1,320,113 680,459 12,819,589 906,070,964 1.415
— Exec 3.281,000 0 953,000 70,000 2,258,000 906,070,964 0.249
— Total 14,586,099 3,515,062 2,273,113 750,459 15,077,689 906,070,964 1.664
Aprit 97 — March 98 — SAYE 12,819,589 5,209,165 1,648,199 1,001,787 15,378,768 912,910,817 1.685
) —Exec 2,258,000 ) o] 1,357,500 B 22,500 878,000 912910817 0.096
} — Total 15,077,589 5,209,165 3,005,699 1.024.287 16,256,768 912,910,817 1.781
April 98 — March 99 — SAYE 15,378,768 4,169,672 1,870,144 917,512 16,760,784 915,194,961 1.831
- Exec 878,000 0 N:P@oo 0 464,000 915,194,961 0.051

— Total 16,256,763 4,169,672 2,284,144 xwi;ﬂm L 17,224,784 915,194,961 1.882 )
April 99 - March 00— SAYE 16,760,784 6,500,755 61,354 3,046,961 20,163,224 0 899,306,315 0.000
— Exec 464,000 0 50,000 0 414,000 899,306,315 0.046
— Total 17,224,784 6,500,755 111,354 3,046,961 20,153,224 414,000 899,306,315 0.046
April 00 - March 01— SAYE 0 0 0 0 0 899,514,815 0.000
~ Exec 414,000 o 208,500 0 205,500 899,514,815 . 0023

- — Total 414,000 0 208,500 0 205,500 899,614,815 0.023 )
April 01 - March 02— SAYE 0 0 0 0 0 894,617,815 0.000
— Exec 205,500 1,893,843 123,000 0 1,976,343 894,617,815 0.221
- Total 205,500 1,893,843 123,000 0 1,976,343 894,617,815 0.221
April 02 - March 03 - SAYE 0 0 0 0 0] 815,084,397 0.000
- Exec 1,976,343 2,122,528 17,500 117,371 3,964,000 815,084,397 0.486
- Total 1,976,343 2,122,528 17,500 117.371 3,964,000 815,084,397 0.486
April 03 —March 04— SAYE [¢] 0 0 0 0 775,907,597 0.000
—~ Exec 3,964,000 1,911,021 62,500 1,111,242 4,701,279 775,907,597 0.606
— Total 3,964,000 1,911,021 62,500 1,111,242 4,701,279 775,907,597 0.606
April 04 ~ March 05 - SAYE 0 0 0 0 0 730,451,593 0.000
— Exec 4,701,279 1,480,455 353,996 1,190,871 4,636,867 730,451,593 0.635
- Total 4,701,279 1,480,455 353,996 1,190,871 4,636,867 730,451,593 0.635

YIssued share capital at period end excludes shares (if any) that have been repurchased before, but not cancelled until after, the year end.
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Analysis of directors’ emoluments An analysis of directors’ emoluments relating to the salary The aggregate of directors’ emoluments before compensation for loss of office, commutation
and fees, short term executive bonus and other benefits (other than share options, LTBS and of pension entitlements and other payments on termination was £2,432,000 (2004 £3,375,000).

i h2 is sh : A . .
pensions) for the year to 31st March 2005 is shown below The base salaries of executive directors at the year end and at 18th May 2005, the latest

practicable date before the printing of this report were as follows:

Short
Salaries term Other Total Total
£000 and fees bonuses benefits 2005 2004 Al 31st March 2005 At 18th 7\_m< 2005
R A Baker £644,000 £644,000
A A Baker H Dodd £400,000 £400,000
(from 16th Sept 2003) 644 0 380" 1,024 1,086 o ' '
P Bateman 367 0 24 391 578 P Bateman £350,000 £350,000
J Bennink 37 - 8® 45 35
G N Dawson Long Term Bonus Scheme ('LTBS’)
{from 15th Sept 2003) 52 - 2 54 28 TSR performance measure An explanation of the TSR performance measure is shown
H Dodd 413 0 552 468 601 on page 33
T C Parker ’
(from 28th January 2004} 37 - 1% 38 7 . .
H Ploix - 43 _ &° 49 37 Entitlements based on completed long term bonus periods
Dr M P Read 43 - 28 45 37 Outcome of the 2002/05 performance cycle At the end of the cycle for the three-year period
Sir Nigel Rudd up to 31st March 2005 the relevant peer group was identical to that shown on page 33.
(deputy chairman until appointed . . . . .
Chairman on 15th Sept 2003) 285 _ 33° 318 181 For this cycle, the company achieved pasition seven in the league table. Accordingly, no long
DrJ G S Buchanan term bonus units were earned by executive directors and there will be no payment in June
(resigned 24th July 2003) - - - - 17 2005. The share price used to determine the MPBA was 632p {2003/04 515p) and the share
J B McGrath price used to determine the value of the cash payment in 2003/04 was 711p.
{Chairman until resigned from
board on 15th Sept 2003) * - - - - 377
S G Russell Earned Earned Share Share Cash Cash
K 02° 2004/05 MPBA MPBA Units Units award award 2002/05 2000/04
resigned 31st May 2003) - - - - Number of shares 200205 200004 2002/05 200004 200205 2000/04 £000 £000
A P Smith R A Bak 61,808
igned 315t October 2003} - - - - 1102 axer : - - - - - - -
frosigner 315t October P Bateman 51424 33,107 - 11919 -~ 590 - 42
1.921 - 511 2432 5188  Hpodd 69,225 42476 - 1529 - 769 - 54
1
"Mr R A Baker's other benefits include £200,000 and £151,000, being compensation for the loss of his part vested Asda share SG mcw.mm__ :w.mﬁ_ 121,359 - 43,689 - - - 3n
options and relocation expenses respectively. A P Smith 54,391 38,653 - 13.915 _ - — 99
ZMr H Dodd's other benefits include £35,000 relocation expenses. 355,519 235,596 84,814 13,606 506
3Mr S G Russell’s salary for 2004 included £758,000 compensation for loss of office, accrued holiday pay of £71,308,
a retirement payment of £42,792, and £16,500 being the cost of legal advice met by the company. "™Mr S G Russell and Mr A P Smith retired as directors prior to the commencement of the year under review. but each received
*Mr A P Smith’s salary for 2004 included compensation for loss of office of £526,000 and £352,512 being the actuarial value benefits under the Long Term Bonus Scheme in respect of the performance period ending 31 March 2004 in accordance
of surrendered entitlements under the unfunded unapproved retirement benefit scheme. with the terms of their severance agreements under which their MPBA entitlements were reduced pro-rata to reflect their
5Other benefits for non-executive directors comprise travel, subsistence and accommodation costs, security costs {in some leaving date

cases) and the related tax benefit in kind.
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> directors’ remuneration report

Options have been granted under the Plan and under Mr Baker's individual arrangement

(see below) as follows:

Number of shares

2001/02

Awarded on 12/09/01
Option price 630p
Exercisable between
12/09/04 and 11/09/11

2002/03

Awarded on 18/06/02
Option price 635p
Exercisable between
18/06/05 and 17/06/12

2003/04

Awarded on 23/06/03
Option price 606p
Exercisable between
23/06/06 and 22/06/13

2003/04

Awarded on 18/09/03
Option price 687p
Exercisabie between
18/09/06 and 17/09/13

Mr R A Baker's
individual option plan
Awarded on 18/09/03

Option price 687p
Exercisable between

Total at

2004/05

Awarded on 14/06/04
QOption price 647p
Exercisable between

Exercised

Lapsed

Total

R A Baker ~ ~ - 181,950
P Bateman 76,428 40,944 49,504 -
H Dodd — 55,118 59,405 -

18/09/06 and 17/09/13 01/04/04 14/06/07 and 13/06/14 04/05 04/05 04/05
90.975 272,925 99,536 - - 372,461

- 116,876 54,095 - - 170,971

- 114,523 61,823 - - 176,346

All options are subject to the performance conditions set out on page 34.

During the year, share options held by Mr Russell (185,757) and Mr Smith {82,989}, both
former directors, lapsed. Mr Smith exercised options over 46,864 shares during the year, the
performance condition in respect of these options having been met over a one-year period
to 31st March 2004 in accordance with the scheme rules in respect of good leavers.

Outcome of performance tests as at 31st March 2005 The performance tests for options
granted in 2001 and 2002 were not met as at 31st March 2005.

Individual option plan — Mr R A Baker (the ‘Plan’) On 18th September 2003 Mr Baker received,
as part of his joining arrangements, a grant of options of once his salary of £625,000 amounting
to 90,975 shares at a price of 687p (the average of the market price for the three days
preceding the grant) on terms identical to the options granted in 2003/04 under the Executive
Share Option Plan, exercisable between 18th September 2006 and 17th September 2013
(subject to satisfaction of the performance condition).

The performance condition is identical to that applied to grants under the Executive Share
Option Plan, i.e. average annual growth in earning per share of at least RPI plus 3% over the
performance period as described on page 34.

The market price of the company’s shares at 31st March 2005 was 623.5p and the range
of market prices during the year was 596.5p to 700.5p.

Directors’ interests in share options on 18th May 2005 remain unchanged.

The Boots SAYE Share Option Scheme Under a savings-related scheme, options may be
offered to employees, including executive directors, enabling employees to subscribe for
ordinary shares in the company at approximately 80% of the market price of those shares at
the date of grant, subject to participation in a designated savings scheme. No options have
been granted since July 1999, and no executive directors hold options under such a scheme.

Gains on share options Gains on share options represent the number of shares under options
which have been exercised, valued at the difference between the market price at the date of
exercise and the exercise price paid.

The total gains on share options exercised during the year was £nil (2004 £nil).

All Employee Share Ownership Plan (AESOP) In the period to 31st March 2001, Boots
established an AESOP to enable staff, including executive directors, to become shareholders
in the company. Under the free share part of the plan, the executive directors were each given
the opportunity to be awarded 36 shares (40 in 2004}, the same number as any employee with
average contracted hours of 35 or more per week. All the eligible executive directors opted to
receive this award. Shares in this part of the AESOP must normally be held in trust on behalf
of the employees for at ieast three years.

in the period to 31st March 2002, Boots implemented the partnership share element of the
plan, giving employees including executive directors the opportunity to purchase shares from
their pre-tax income, subject to a maximum of £125 per month, with effect from Aprii 2002.
Shares purchased under the partnership plan are included in total shareholdings in the table
on page 41.
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directors’ responsibilities
statement

Comnany law renuires directors to prepare financial statements for each financial year which

give a true and fair view of the state of affairs of the company and of the group and of the profit

and loss of the group for that period. In preparing those financial statements, directors are

required to:

> select suitable accounting policies and then apply them consistently;

> make judgements and estimates that are reasonable and prudent;

> state whether applicable accounting standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

> prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the company and the group will continue in business.

The directors are responsible for keeping proper accounting records which disclose with
reasonable accuracy at any time the financial position of the company and to enable them to
ensure that the financial statements comply with the Companies Act 1985. They have general
responsibifity for taking such steps as are reasonably open to them to safeguard the assets of
the group and to prevent and detect fraud and other irregularities.




S00Z AR YIBL

weybuiuang

101pny pailsisibay
SJUBIUNO2DY palalieyn)
Old ¥PNY DNgH

‘G861 10V Saiueduwon) oyl ylim 9oueploode ul paledaid Apadold uasq
aAey paypne aq o1 Lodal uoelsunuisl $1010a.Ip 8yl 4O 1ed 8yl puB SIUaWBLLIS [BIDUBUY BY) <
pue papud usy) 1eaA ayl 1oy dnoib ay) Jo 1joad Byl JO pue GOOZ Y2IeN 1515 18 se dnoub syl
pue Aueduwod ayi JO SIIBje JO 81E1IS 8Y) JO MAIA 1B} pUR 8N} B oAI6 S1UBWISIRIS |BIDUBUIL By} <

:uoluido ino uf uotuidQ

‘palpne aq 01 Lodal uoneisuNwWal S1010a11p 8y} JO Hed 8yl pue SJUBWBILLS |BIDURULL BY) U
uoleuloul Jo uoieluessld syl Jo Adenbape (jeiaA0 8yl palenieAa 0s|e om uoiuldo ino Buluioy u|
40418 10 Alugnbalil Jaylo 10 pnely AG PasNED Joylaym ‘JUSWILIEISSIW [BLSIEW IO 931} S1e paupne
80 01 Boda) UONBISUNWSI S1010811P 84} JO 1ed gyl pue SJUSWIBIL]S |BIDUBUL B4 1BY] 8ouRINSSe
9|qeuoseal sAll 0] 90UBPIAS JUBIDIYNS YlIM SN aplaold 0) 19pIo Ul AJeSSaDaU PalapISU0d am
yolym suoneuejdxe pue uoiewIOjUl 8y} [|B UIEIQO 0] Se 0S lipne Ino pauuopad pue pauue|d spp

‘pasojosIp Ajgienbape pue paidde Ajuslsisuod

‘s90uBISWNDII0 s,dnoib 8yl 01 s1eudoidde aie saldijod Bununoase ay) isyiaym Jo pue
‘siuswiales [eroueul) 8Y) JO uoneiedeld ayl ul S1030841p 8yl AQ spew siuawabpnl pue salewnss
esipubis syl Jo JUBUISSASSE UR SBPNIdUl OS|e 1| "Palipne 8 0} Loda) uoneIdUNWSI ,S10103.11p
ayl Jo"ued ayl pue S1UBWSILIS |BIDURUL 8Y] Ul SBINSOJOSIP PUE SlunOWwe 8yl O} 1UBAS|8)
90UBPIAS JO ‘SISE( 1S81 B L0 ‘UOIIBUILIEXS S9PN[OUI IIPNE Uy piedg $82110eld Bunipny aul Ag
panss| spiepuplg Builipny Yum asueploode ul Ipne INo palonpuod app uoiuido upne o siseq

£p S00Z SIUNQD0E pue Lodal [enuue 94 dnoun sjoog

"SIUBLUDIELS |RIDURUIS 94} UMM $8IDUB]SISUODUI
|eu@1ew 10 Suswalrlssiw 1ualedde Aue JO aleme ow02aq em JI Lwodar Ino 10} suoneondwi
Y] JOPISUOD SAA 'SIUSWIDIRIS |BIOUBUI PSIPNE 9] YUM 1USISISUOD S| 1) JBYIBYM I1apISU0d
pue ‘11odal UOBIBUNWSI SI019311P 84Ul JO Led Pajpneun syl pue juawaiels asueusanod
91e10d100 8y} Buipn|oul ‘Hoday [ENUUY 8yl Ul PaUIRIUOD UOIIBLLLICIUL 1IBY10 SY) pedl opA

'sa1npadold j0J3U0D pue 3su Sl 10 sainpaoold adueulanob 81e10di00 s AN0IB BY) JO SSBUBAIIDBYS
a8y} uo UOIIAO UB W10 JO ‘S{ONUOD PUEB SHSH ||B J8A0D |0JIUOD JBUISIUI UO SIUAWBIR]S S PIeoq
3yl 8Ylaym JapISUod 0} palinbal 10U a1e 8AA 10U SB0P 1 1 Lodal am pue 'sany Bunsii ayl Ag
MBIASI INO 104 paljoads apod DY4 £00Z Ul J0 suoisiaold aulu 8yl yim souedwod s Auedwod
ayl s100(jal ¢ 03 £z 9bed uo JuswalR)S 83ULUIDA0B 818404100 DY) JOLYIBUM MBIADL DA

‘PesolosIp 10U st dNoJB By} Ylm SUOIIDESURI] PUB UOIIBISUNLUSI

.si010841p Buipiebsl me| AQ paijioads uonewlojul §i 10 ‘UpPNEe 1IN0 104 a1inbal em suoljeue|dxa pue
UOIBUIIOUI BU) |jB POAIDDI JOU 9ABY M JI 'Sp10Da) Bununoaoe Jadoud 1day jou sey Auedwod
QU] §I ‘'SIUSLUBIEIS [BIDUBUI) YL Y1IM JUSISISUOD 10U St odal S101031Ip 8y} ‘uoiuido Ino ur ‘jt NoA
0} 1odal 0s{e SN "G86L 19y Seluedw o)) 8yl yiim adueplodoe Ul paiedaid Apgadosd ussq aney
palipne ag 01 Lodal UonessuNWal S1010a11p 84} JO Hed ayl PUe SIUSWAIRIS [BIJUBUL 31 1I9YIBUM
pue MIIA JIB} pUB aN1] B 9AID SIUBWIAIRIS [BIDUBUL B4} JOUIoym 0] Se uoiuido Jno noA 01 Lodas spA

‘aouepInb |eoIYlo SU0ISS840id 1IN0 AQ pue 'AlLIoYINY S8OIAIBS {BIOURULY Y] JO

sajny Bunsi ayl 'preog saonseld Buipny a4yl 'sinieys Ag wopbury pauun ay) wl paysigelss
a.e ‘siojipne Juspuadapul se ‘sailjigisuodsal unQ “splepuels BununNodoe pue me| wopbury
paliun s(qealdde yum eoueplodde Ul SlUsWSLeS [eroueul} oyl Buledsid o} Aupgisuodsal
sapnioul syl 'z 96ed uo pagquosap Sy “Hodal uouRIBUNWISL S101234IP SUl pue uoday jenuuy auyy
Buuedaid 1oy a|gisuodsal 1 $I1010841p 9y SI0}pNe pue S1010341p 10 sanl|iqisuodsal 3al10adsay

"POULIO) 9ABY M SUOIUIdO BU) 10} 10 ‘Lodal SIYy) 10} oM upne 1no

10} 'Apoq e se siagquiaw S, Auedwod ay) pue Auedwod 8y) ueyl Jeylo suoAue o1 AljIqisuodss.
QWINSSe 10 1d800e JoU Op am ‘Me) AQ palliwiad 1ualxa 1s9||n) 9yl 0] "asodind 18ylo ou Joj pue
1i0das S 10Upne ue ul Way) 01 8181s 01 palinbas ale am sialew asoyl siaquaw s,Auedwod syl
0} 91€1S 1YBIt am 1Byl OS USNELIBPUN USBQ SeY MI0M LIPNe ING "GRG 10V Sawedulo)) ayl Jo 6oz
UoI308S YlIM 80UBpIOJd. Ul ‘Apoq B SE ‘siaquiaw s,Auedwod ayl 0} A|9|0S apew Si Jodss Siy

‘palpne uaag BuiARy S PaqUOSap SI 1Byl Hodal UonRIsUNUS) SI01081Ip Byl Ul UONRWLoUI
3yl palpne Os|e aney SpA /L9 01 9 sefed UG SIUBLLBIELS [BIDUBUIL BY) PBIPNE BABY SAA

e dnolE) $100g Jo SieCUUB
Yl 0] Modes SJoNpneE JUSpUSCepU)



44 Boots Group PLC annual report and accounts 2005

directors’
report

The directors of Boots Group PLC present their annual report to shareholders, together with
the audited financial statements for the year ended 31st March 2005.

Principal activities

The group’s principal activities during the year were:

> retailing of chemists’ merchandise.

> the provision of opticians’ and other healthcare services.

> the development, manufacture and marketing of healthcare and consumer products.

Further information on the group’s continuing activities is provided in the operational review
on pages 8 to 15.

Business review and future developments

A review of group activities during the year, research and development, and likely future
developments are dealt with in the introduction, Chairman’s statement, chief executive's review
and operational review on pages 1 to 15.

Group resulls
The group profit and loss account for- 2005 shown on page 46 includes the following details:

Restated”

2005 2004

) £fm fm

Turnover {including share of joint ventures) 5,470.7 5,326.4
Profit on ordinary activities before exceptional items and taxation 481.3 543.5
Profit on ordinary activities before taxation 427.6 579.9

'Restated on adoption of FRS20 "Share-based payment’ and UITF38 ‘Accounting for ESOP trusts’ {see note 21).

Appropriations

The directors recommend the payment of a final dividend of 21.0p per share which, if approved
by shareholders, will be paid on 5th August 2005 to shareholders registered on 3rd June 2005.
When added to the interim dividend of 9.1p paid on 21st January 2005, this makes a total
dividend payment for the year of 30.1p per share (2004 29.8p per share). Payment of these
dividends requires £216.6m (2004 £226.3m), leaving a profit of £85.8m (2004 £185.2m) retained
in the business.

Group structure and operations

On 14th September 2004, Boots announced the exit from its Dentistry, Chiropody, Laser Eye
Correction and Laser Hair Removal businesses. The Chiropody and Laser Hair Removal
businesses were closed. The Laser Eye Correction and Dentistry businesses were acquired
by Optical Express Ltd on 10th November and 20th January respectively.

On 7th April 2005, Boots announced its intention to sell Boots Healthcare International and
return a significant proportion of the proceeds to sharenoiders. An aclive pruyia
BHI is under way.

-
15 W >en

On 7th April 2005, Boots also announced the proposed sale and leaseback of 312 of its small
stores. Proceeds from the transaction will be used to pay down short term borrowings.

Share capital
Details of changes in the share capital are shown in note 23 to the financial statements.

At the annual general meeting on 22nd July 2004, shareholders authorised the company to
make market purchases of its own ordinary shares of 25p each.

During the year the company entered the market and purchased 45.4million (2004 38.3 million)
shares which have subsequently been cancelled. This represented 6.2% (2004 4.9%) of the
shares in issue at the end of the period and the total cost was £300m (2004 £259.9m).

At the forthcoming annual general meeting on 21st July 2005, shareholders will be invited to
renew the company’s authority to make market purchases. The authority will be limited to the
purchase of not more than 72,200,000 ordinary shares, being approximately 10% of the
ordinary shares in issue at the date of this report; the maximum price payable to be no more
than 5% above the average of the closing mid market quotations for the five business days
before the purchase, with the minimum price being the nominal value, exclusive of any
expenses payable by the company.

Details of shares held by Boots Qualifying Employee Share Trust, Boots All Employee Share
Ownership Plan and Boots ESOP Trust are shown in notes 21 and 22 to the financial statements.

Shareholders
As at 18th May 2005, the register maintained by the company under Section 211 of the
Companies Act 1985 contains the following notifications to the company :

Name of Shareholder % of issued ordinary share capital held

Franklin Resources inc 4.0525%
Lega! & General Investment Management 3.76%
Lazard Freres & Co 3.00%
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group [profit anc
loss account

other primary statements
of the group

statement of total recognised gains and losses

For the year ended 31st March 2005 Restated” For the year ended 31st March 2005 Restated”
2005 2004 2005 2004
Notes £m £m £m fm
Turnover Profit for the financial year attributable to shareholders 302.4 4115
Turnover from continuing operations 5,441.9 5,286.4 Currency transiation adjustments 1.5 (14.8)
Discontinued operations 288 40.0 Total recognised gains and losses for the year 303.9 396.7
Turnover: group and share of joint venture 1 5,470.7 5,326.4 Prior year adjustment in respect of adoption of
Less. shate of joint venture’s turnover’ (1:6) {14 FRS20 ‘Share-based payment’ and UITF38 Accounting for ESOP trusts’ (see note 21) 387
Group turnover 5,469.1 5.325.0 Total recognised gains and losses since last annual report 342.6
Operating profit ] ] ] ]
Operating profit from continuing operations 508.2 5701 Currency translation differences include tax of £nil (2004 £(2.2)m).
Discontinued .o_um;_»:.v:m (6.5) (20.0) Currency translation differences are net of gains or losses on currency hedges of £{4.9)m
Group operating profit N 501.7 550.1 (2004 £9.9m) and associated tax credit of £0.4m (2004 charge £2.4m).
Share of operating loss of joint venture? (0.6} (1.1)
Total operating profit including share of joint venture 2 501.1 549.0 L § d
Profit on disposal of fixed assets 3 3.0 325 note on historical cost profits and losses
Provision for loss on closure of operations® 3 {5.4) 39 For the year ended 31st March 2005 Restated"
Loss on disposal of business® 3 (51.3) - Nﬂam Nomoa
m m
Profit on ordinary acti s before interest and taxation 1 4474 585.4 - " — -
Net interest payable and similar items 5 19.8) (5.5) Reported profit on ordinary wﬂ_Su_mm before taxation 427.6 5799
. - — - Realisation of property revaluation surpluses 13 15.0
Profit on ordinary activities before taxation 4216 579.9 Difference between historical cost depreciation charge
Tax on profit on ordinary activities 6 (124.7) {(167.7) and actual charge for the year calculated on revalued amounts 1.0 11
Profit on ordinary activities after taxation 3029 4122 Historical cost profit on ordinary activities before taxation 429.9 596.0
Equity minority interests N 0.5 Q.7 -
quity minonty ! (05) 07) Historical cost profit retained 88.1 201.3
Profit for the financial year attributable to shareholders 3024 4115
Dividends paid and proposed 8 (216.6) (226.3)
Retained profit for the financial year 2 85.8 186.2 reconciliation of movements in equity shareholders’ funds
For the year ended 31st March 2005 Restated"
2005 2004
Basic earnings per share 9 40.9p 52.8p fm £m
Basic earnings per share before exceptionals 9 45.7p 48.0p %“Mo.”mmm:_mmg gains and losses for the year Awwwwv Mwmwv
Diluted earnings per share 9 40.8p 52.6p  New share capital issued (net of expenses) 2.0 03
Diluted earnings per share before exceptionals 9 45.7p 479p  Repurchase of shares {300.0) (259.9)
.Charge for ‘Share-based payment’ share scheme awards 5.8 84
'Restated on adoption of FRS20 'Share-based payment’ and UITF38 ‘Accounting for ESOP trusts’ {see note 21). Disposal of own shares 7.7 27
2Relates 1o Handbag a discontinued operation. 7 ;
3Discontinued operations (see note 3) Net decrease in equity shareholders’ funds (197.2) (78.1)
Opening equity shareholders’ funds? 1,806.6 1,884.7
Closing equity shareholders’ funds 1,609.4 1.806.6

'Restated on adoption of FRS20 "Share-based payment’ and UITF38 Accounting for ESOP trusts’ {see note 21).

20riginally £1,881.3m before deducting prior year adjustment of £74.7m {see note 21).
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group cash flow
statement

group cash flow statement

reconciliation of net cash flow to movement in net debt

For the year ended 31st March 2005

2005

2004

For the year ended 31st March 2005 2005 2004
Notes ~ fm £m Notes £m £m
Cash inflow from operating activities 24 514.7 637.8 Increase/(decrease) in cash in the year 62.3 (52.3)
Returns on investment and servicing of finance Cash _.3_0<< from change in liquid ﬁmocqoow . . . 25 {219.7) {53.5)
Interest paid (34.3) {40.4) Cash (inflow)outflow from change in borrowings and lease financing 25 (287.6) 16.9
Interest received 145 17.8 Movement in net debt resulting from cash flows {445.0} (88.9)
Dividends paid by subsidiaries to minority interests {0.6) - Finance lease additions {1.5) (4.2}
(20.4) (22.6) Currency and other non-cash adjustments 0.9 (3.9)
Taxation {128.8) (166.2) Movement in net debt during the year {445.6) (97.0)
- N N . ~—  Opening net debt {148.5) {51.5)
Capital expenditure and financial investment :
Purchase of fixed assets (303.4) (194.2) ~ Closing net debt 25 (594.1) (1485
Disposal of fixed assets 205 1496 Net debt comprises cash, liquid resources, finance leases and all other borrowings.
(282.9) {44.6)
Acquisitions and disposals 4 (9.0) (2.2)
Equity dividends paid {225.1) (229.1)
Cash (outflow)/inflow before use of liquid resources and financing (151.5) 173.1 N
Management of liquid resources
Decrease in short term deposits 219.7 53.5
Financing
Capital element of finance lease rental agreements (5.7) 5.9
Increasef{decrease} in other borrowings 293.3 (11.0)
Cash inflow/{outflow) from change in borrowings and lease financing 287.6 {16.9)
Issue of ordinary share capital (net of expenses) 2.1 03
Repurchase of shares {303.3) (264.6)
Disposal of own shares 7.7 23
(5.9) (278.9)
Increase/(decrease) in cash in the year 62.3 (52.3}

Cash is defined as cash in hand and deposits repayable on demand, less overdrafts repayable

on demand.
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» accounting policies

The cost of intangible assets acquired (which are capitalised only if separately identifiable) is
not amortised except where the end of the useful economic lives of the acquired intangible
asset can be reasonably foreseen. Similar assets created within the business are not capitalised
and expenditure is charged against profits in the year in which it is incurred. The carrying value
of intangible assets (including in particular those being amortised over periods greater than 20
years) is reviewed annually and any impairment in value charged to the profit and loss account.

Tangible fired assets and depreciation

Depreciation of tangible fixed assets is provided to write off the cost or valuation, less residual

value, by equal instalments over their expected useful economic lives as follows:

> Freehold land, assets in the course of construction — not depreciated

> Freehold and long leasehold buildings, depreciated to their estimated residual values over
their useful economic lives of not more than 50 years

> Short leasehold properties — remaining period of lease when less than 50 years

> Computer equipment including software — 3 to 8 years

> Motor cars - 4 or b years

> Other motor vehicles — 3 to 10 years

> Fixtures and plant — 3 to 20 years

Any impairment in the value of fixed assets is recognised immediately.

The group adopted the transitional provisions of FRS15 ‘Tangible Fixed Assets’ to retain the
book value of land and buildings many of which were last revalued in 1993 and has not adopted
a policy of annual revaluations for the future.

Profits and losses arising from the disposal of properties which have previously been revalued
are calculated by reference to their carrying value.

Share-based payment transactions

Shares in the company which have been purchased for the benefit of employees under various

incentive schemes, are held in three employee share ownerships trusts:

> The qualifying employee share ownership trust (QUEST)} provides for the all employee
SAYE scheme .

> Shares owned by the ESOP trusts form part of the Boots Long Term Bonus Scheme for
executive directors and senior employees

> Shares owned by all the employee share ownership plan {AESOP) are conditionally gifted
to all employees employed at a qualifying date and then held in trust for a qualifying service
period of not less than three years

Shares are held at original cost in the own shares reserve which forms part of the overall profit
and loss reserve.

Expense arising from share based payments

The fair value of the shares/options granted is recognised as an employee expense with a
corresponding increase in equity. The fair value is measured at the grant date and spread over
the period during which the employees become unconditionally entitled to the shares/options.
The fair value is based on market value. The amount recognised as an expense reflects the
estimated number of shares/options that are expected to vest except where forfeiture is only
due to ‘total share holder return’ targets not being achieved.

In accordance with the transitional provisions of FRS20, no expense is recorded in respect
of grants made under the above schemes prior to 7th November 2002.

Cash and liquid resources
Cash, for the purpose of the cash flow statement, comprises cash in hand and deposits
repayable on demand, less overdrafts payable on demand.

Liquid resources are current asset investments which are disposable without curtailing or
disrupting the business and are either readily convertible into known amounts of cash at or
close to their carrying values or traded in an active market. Liquid resources comprise term
deposits of less than one year {other than cash).

Derivative financial instruments

The derivative financial instruments used by the group to manage its interest rate and currency
risks are interest rate swaps, currency swaps and forward rate contracts. Interest receipts and
payments arising on interest rate swaps are recognised within net interest payable over the
period of the contract. Termination payments made or received are amortised over the life of
the underlying exposure in cases where the exposure continues to exist, and taken to the profit
and loss account immediately where the underlying exposure ceases to exist. Interest receipts
and payments arising on currency swaps are recognised gross within interest payable and
interest receivable over the period of the contract. Gains and losses arising on forward currency
contracts entered into to hedge trading transactions are recognised in the profit and loss
account in the same period as the underlying exposure. Forward contracts hedging cash and
borrowings are valued at closing rates of exchange at each period end, with gains and losses
offset against the related cash and borrowings. The interest differential on these instruments is
recognised against net interest payable.
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notes relating to the
financial statements

1. Segmental information

1. Segmental information continued

(i) Turnover by business segment Restated' (i) Profit before interest and taxation
2005 2004 by business segment Restated"?
£fm £m Before Before
Health 1.8625 1.773.9 exceptional exceptional m@mSBm_.n
- P aes it Total i Total
Beauty and Toiletries 2,054.7 1,097.4 008 2005 i 2008
Lifestyle 733.9 707.7 £m £m £m £m
Boots The Chemists 4,651.1 4,479.0 Boots The Chemists 470.0 471.2 532.6 5253
Boots Opticians 182.5 199.7 Boots Opticians 4.2 4.2 129 129
4,833.6 4.678.7 474.2 4754 5455 538.2
Boots Healthcare International® 494.2 476.0 Boots Healthcare international 87.8 95.3 80.6 80.6
Boots Retail International® 46.4 416 Boots Retail International (8.2) {8.2) (10.4) (10.4)
Group and other? 67.7 90.1 Group and Other® (45.6) {(562.2) (45.6) (5.9)
Continuing operations 5,441.9 5,286.4 Continuing operations 508.2 510.3 570.1 602.5
Discontinued operations® 28.8 40.0 Discontinued operations* (7.1) {62.9) (21.1) (17.1)
Turnover: group and share of joint ventures 5.,470.7 5.326.4 Profit before interest and taxation 501.1 447.4 549.0 b8b.4
'Restated for transfer of Boots Insurance Services from Boots Opticians to Boots The Chemists and product reclassification 'Restated on adoption of FRS20 *Share-based payment’ and UITF38 ‘Accounting for ESOP trusts’ (see note 21).
including the transfer of Health food from Health to Lifestyle ?Restated for transfer of Boots Insurance Services from Boots Opticians to Boots The Chemists.
2Boots Healthcare International also made inter-segmental sales of £28.5m {2004 £28.6m). 3Group and Other consists of head office and other costs not allocated to business segments.
3Boots Retail International also made inter-segmental sales of £1.9m (2004 £1.4m). *Discontinued operations include: LASIK, Dentistry, Chiropody, Laser Hair Removal and the Handbag joint venture.
uchU and other inctudes Boots Manufacturing third party sales of £64.8m (2004 £68.4m). F lvsis of ti it e 3
SDiscontinued operations include: LASIK, Dentistry, Chiropody. Laser Hair Removal and the Handbag joint venture. oran analysis of exceptional items see note S.
- . — T - iv) Profit before interest and taxation
(ii} Turnover by geographical segment Qrigin Origin Destination Destination { .—u< geographical origin Restated
2005 2004 2005 2004
£m em £m em Before mm.ﬁoa ,
exceptional exceptional Restated
UK 49138 4,813.3 4,867.0 4,761.7 items Total items Total
Rest of Europe 3.0 3365 396.6 3705 2005 2005 2004 2004
£m £m £m £m
Rest of World 185.9 176.6 207.1 194.2
UK 406.3 345.1 468.5 5049
5.470.7 53264 5.470.7 53264  Rest of Furope 76.9 771 68.0 68.0
included in the UK is turnover of £28.8m (2004 £40.0) from discontinued operations. In addition, inter-segmental  Aest of World 179 252 125 125
sales were made of £130.4m (2004 £117.6m). Profit before interest and taxation 501.1 447.4 549.0 585.4

Included in the UK is operating profit of £62.9m (2004 £17.1m) from discontinued operations.
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> notes relating to the financial statements

3. Exceptional items

4, Acquisition and ammvo.».m_. of businesses continued

Continuing Discontinued Continuing  Discontinued
operations operations Total operations operations Total
2005 2005 2005 2004 2004 2004
£m £m £m £m fm £m
Profit on disposal of fixed assets’ 3.0 - 3.0 32.5 - 325
Provision for loss on closure
of operations - {5.4) (5.4) - 3.9 39
Loss on disposal of business?
(see note 4) - (51.3) {51.3) — - —
Total exceptional items before taxation 3.0 (56.7) (53.7) 325 39 36.4
Attributable tax credit {see note 6} 1.1 16.8 17.9 0.6 - 06
a1 (39.9) {35.8) 331 3.9 37.0

"The current year profit is net of a £9.2m loss in respect of the closure of the Airdrie manufacturing facility.
2Loss on disposal of businesses relates to the Dentistry and LASIK businesses and the sale of the Handbag joint venture

4. Acquisition and disposal of businesses

(i) Acquisitions
All businesses acquired have been accounted for using the acquisition method of accounting.
None of these were individually signiticant and they are therefore not shown separately.

During the year, Boots The Chemists acquired a number of pharmacy businesses for £4.7m. There were no

significant fair value adjustments in respect of these acquisitions.

(i) Disposals 2005 2004

£m fm
Tangible fixed assets (29.3} -
Net assets disposed of (29.3) _
Related goodwill (1.6) -
Disposal and other termination costs (20.0) -
Loss on disposal of businesses (50.9) -
Loss on disposal of joint venture (0.4) -
Total loss on disposal (51.3} -

The principal disposals in the year were of the Dentistry (completed on 20th January 2005) and LASIK

(completed on 10th November 2004) businesses to Optical Express. These have been treated as discontinued
operations. The consideration was £nil. The Chiropody and Laser Hair Removal businesses will also be exited.

There were no disposals in the year to 31st March 2004.

(iif) Net cash outflow for acquisitions and disposals

Z0ua

2005

£m fm
Acquisition of businesses (4.7) (.1
Disposal of business 0.3 -
Cash balances acquired with businesses (0.3) -
Costs of disposal paid (3.6) -
Investment in joint ventures {0.7) (1.1)
(9.0} (2.2

5. Net interest payable and similar items
2005 2004
£fm fm

Interest payable and similar charges:

Bank loans and overdrafts (8.3) 6.2)
Other loans! {24.6) (18.1)
Finance lease charges (0.5) (0.7)
Income from interest rate swaps 4.1 6.8
{29.3) (18.2)
Interest receivable and similar income 10.1 13.2
Share of interest of joint ventures (0.6} {0.5)
Net interest payable and similar items {19.8) (5.5)

"Included in other loans is interest payable on the £300m eurobond of £16.5m {2004 £16.5m) and €300m eurobond of

£2.4m (2004 £nil).
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» notes relating to the financial statements

9. Earnings per share continued

11. Tangible fixed assets

2005 2004 Fixtures,
Number of shares million mitfion tand and Plantand fittings, tools
- - - buildi hi d equi Totat
Weighted average number of shares used in basic earnings per share calculation 739.8 780.0 Group ui ,Mﬁ mac _:MN an mnc_cam::“ om_ﬂ
utive effect of options 1.1 1.7 "
Cost or valuation )
Weighted average number of shares used in diluted earnings per share calculation 740.9 781.7 At 1st April 2004 700.2 389.0 1,344.1 24333
The weighted average number of shares used in basic earnings per share calculation excludes 10.4m MMMW.:Q\ adjustments wmw AM.m wmw.w mmm.w
(2004 12.6m) shares held by The Boots ESOP Trust, the QUEST and unappropriated shares held by DI :_o:_m ' 0 wm.o Sm.m
Boots Share Plan Trustees where the rights to dividends have been waived. _wUme.m. . (6.6) {27.0 {75.0) { ©)
Reclassifications (0.7) (103.6) 104.3 -
The dilutive effect relates to options under an employee savings related scheme and executive option .msima,wwgm.d: 2005 7006 278.0 1.636.5 26151
schemes. . . Sl bt
Depreciation
Basic and diluted earnings per share before exceptional items are disclosed to refiect the underlying At 1st April 2004 63.1 2385 632.3 933.9
performance of the group. ’ Currency adjustments 0.1 0.3 0.5 09
Depreciation for year 7.3 19.2 1175 144.0
. ) Disposals (2.2) (15.9) (38.7) (56.8)
10. Intangible fixed assets Reclassifications - (75.3) 753 -
Purchased Product At 31st March 2005 68.3 166.8 786.9 1,022.0
goodwill  rights acquired Total 5
Group £m £m £m Net book value at 31st March 2004 637.1 150.5 7118 1,499.4
Cost Net book value at 31st March 2005 632.3 11.2 849.6 1,593.1
At 1st April 2004 319 287.8 319.7
OC:o:on&chJmb B 20 20 The cost of plant and machinery includes £19.3m {2004 £21.4m) in respect of assets held under finance
Additions 45 o,m m.w leases on which the accumulated depreciation at the end of the year was £10.2m (2004 £11.1m} and for
Disposals B (3.6) 3.6) which the depreciation charge for the year was £2.8m (2004 £3.6m).
At 31st March 2005 36.4 287.0 323.4 Tangible fixed assets include payments on account and assets in course of construction of £79.5m
o {2004 £121.4m).
Amortisation
At 1st April 2004 7.9 30.3 38.2 Disposals include assets with a net book value of £29.3m associated with the disposal of businesses
Currency adjustments - 01 0.1 (see note 4).
Charge for year 1.5 2.2 3.7
Disposals - (3.6) (3.6}
Impairments’ 1.6 - 1.6
At 31st March 2005 11.0 29.0 40.0
Net book value at 31st March 2004 24.0 2575 281.5
Net book value at 31st March 2005 254 258.0 283.4

The impairment of goodwill relates to the exit from the services businesses and has been charged to Exceptional items.

Brands acquired by the company or by its subsidiaries, namely Clearasil and Dobendan and its derivatives are
well known and well positioned in their markets and Boots Healthcare International {BHI) plans to improve
this position from a programme of continued investment. BH! have therefore concluded that these brands
have an indefinite useful economic life and they are not being amortised. As a consequence, an annual
impairment review is undertaken. The valuation of these brands is in excess of latest carrying value of £248.7m.
The majority of the other product rights are where the group has a licence to market other people’s brands

in specific countries.
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> notes relating to the financial statements

14. Debtors 16. Creditors: Amounts falling due withih one year
Group Group Company Company Group Group Company . Company
2005 2004 2005 2004 2005 2004 2005 2004
£m ] £m £m £m £m £m £m
Falling due within one year: Borrowings {see note 18) 1731 156.5 110.2 1419
Trade debtors ‘ 413.8 360.7 - ~ Trade creditors 364.4 402.8 - -
Owed by subsidiary undertakings - - 1,710.9 1,192.9 Due to subsidiary undertakings - - 874.0 1379
Owed by joint venture - 0.1 - - Due to joint venture - 3.2 - -
Other debtors 69.9 52.8 - - Bills of exchange 0.9 1.5 - -
Deferred tax asset (see note 20) 1.5 1.0 - ~ Corporation tax 95.1 103.2 - -
Prepayments and accrued income 85.7 879 1.1 3.3 Taxation and social security {including VAT
Corporation tax 115 135 9.4 9.1 and other sales taxes) 29.1 29.1 0.1 0.1
582.4 516.0 1,721.4 12053 Other creditors 57.9 1355 0.2 2.6
" - Accruals and deferred income 203.5 1449 15.9 14.1
Falling due after more than one year: Dividends (see note 8) 150.1 158.6 150.1 158.6
Other debtors 147.6 163.9 - 502.6 =
Deferred tax asset (see note 20) 34 20 - - 10741 1,133 1.150.5 455.2
151.0 165.9 - 502.6
733.4 681.9 1,721.4 1,707.9
17. Creditors: Amounts falling due after more than one year
Other debtors include pension prepayments (see note 27).
Group Group Company Company
2005 2004 2005 2004
£m fm £m £m
15. Current asset investments and deposits Borrowings (see note 18) 549.8 3416 541.0 308.8
Group Group Company Company Due to subsidiary undertakings - - - 560.8
2005 2004 2005 2004 Corporation tax 0.6 _ _ _
£ :

- : £m fm fm o Other creditors 5.4 88 - -
Listed investments 0.1 0.1 - - Accruals and deferred income 32.9 325 - -
Short term deposits 19.3 239.0 - 223.0 588.7 3820 541.0 969.6

194 239.1 - 223.0 - ] - - ] ) ] )
Market value of investments listed on the M”M%M_W\:ohmw%ww falling due after more than five years are included in borrowings, details of which are
London Stock Exchange 0.2 0.2 - - ’




‘(G 910U 895) 1gap Jau Ul PAPNIOUL 10U BIE SO

qel| [BiouBUY 1BYIO,

(€0) - - - syoenuo)) abueyoxdy ubisioq preamiod
- - (5°0) (s'0) sdems Aoualind
'8 81V LS vy sdems 91el 1s191U|
:aji304d Asualisnd pue ajes 31Sa343ul
asbeuew 0} |3y S)USWINASUI [RIDURLY dANRALIAQ
(90) (90 (50 {s'0) | SonljIqen| [eloueuly J8Y10
(9°44) {1'GL) {roct) (9'seL) (sdems Aouaimnd Buipniaxe) sBumolioq Jsyio
(L'oL) (1oL {6°5) (6'5) sasea| aoueul) Jopun suoneb|qo
- - (8'52) {8'sz) SAI0U LUI3) WnIpauws 1sLiQ
- - (€902) {1'902) £00T PU0gosne s1es Buneoy wopoe>
(9°508) (000€) (5'662) (0°00¢g) 600Z PUOQOING 9,G'G
(6ZLL) 6zLL) {06V} {06v) puewoap uo s|qeAedal S}EIPIOAO PUB SUEBD| juRg
fA 4 1’682 561 v'6L S}IS0UBP puUB SIUSWIISOAUI JOSSE JUBLINYD
SoLtL GolLL 601 v'60L jueq pue puey u ysed
:suoijesado s dnoib syl soueuly 01
PANSS! IO PIBY SIUBLLNIISUL [BIOUBLLY AlRLULd
w3 w3 wy w3
v00Z v00Z 5002 S00Z
aniea 11e4 anjea yoog anjea neg anjea yoog

‘GO0C UdIB ISLE
1e Buljleaaid salel 1S8481ul 1B SMOJ) YSed aininy pa1dadxa Bununoasip AQ paulluIglap usag daey sanjea

11ey 19410 ||y "s821d 183 1ew pajonb 01 80UAIBIBI YIIM PBUILIISISP USBJ SARY SaN|eA J1e) ‘B|qe|leA. 8I8UM
el] pue s}asse [eloueuly JO sanjea aed (1)

*,SAINS0|9SIJ (SIUBWINASU] [RIDUBUIY JBUYIQ) PUB SBAIRALUBQ, €1 SH- AQ pantwiad se mojaq (1) pue (1) Suonoes
Ul S2INSOISIP [EDUBWNU BY] U0 PAPNIOXS UG SARY SI0}PaID PUe S101GapP UWLS) LIOYS 104 SOINSO|ISIP Y]

'MBIADY [RIDUBUL BUL Ul PUNOJ 3G UBD S|0JIUOD pue Adijod Amnseal) o uoleugidxs uy

"painoasun aie sBumouoq |1y

(U3 $00Z) We'££3 10 Anjiqer Buials [e101 e yum 'sanijiqe)) el Buneoy Buiuers ojul saniiqer) Buneol)
pue paxiy 0INg pur UdA 9sdueder 1JaAU0D yoIym sjuawsaiBbe dems Aouaund Jo saquinu e sey dnoif ayy

‘MAINDI [eIDuRUl)

By} ut papiaoid ale S|IRIAP JOYUNY "SIUSLLYILLLIOD |BIUD] PBIOIO.) JO (WOET 00Z) IUF PUE 6007 PUOgoInd
9,G°G 3y} JO {WOS1F OOZ) WOSLI (BIe GOOZ Y2IBIN 1S £ 1B POLIBAUDD AJDAIIISHS SIUSLLILILLUWIOD 918) PaX) 3y |
‘a1es Buneoyy 01 senigel] 91 Paxi AU ydym siuawasalbe dems ajel 1se.s1ui Jo Joquinu e sey dnoub sy

‘WR'RNET JO 91EP 1Byl UO dNJEA JaXIBW SN e £00Z Atenuer Uipz uo ‘g dnoig stoog
‘Auedwiod Buipjoy mau 3y) 03 D1d ARG S1009 8Y] W01} PBLBJSUBI SEM 007 PUOGOINS %G'G 9L,
'SI8P(OY 81 JO UOIRAO BUYY 18 ‘SUONILISEI UIRLID 0} 103(qNS 'BjgeARdal BB SII0U Bt B|YBLBA,

*£002 U2JeA 0F dn pousd 12sA-ud) € 19A0 SIUBLUIILUILLOD [RIUd!

uiead Jo Buliojoey ayl 01 $21eI9J 18Ul (WY'ZGF POOZ) WO'GEF OPN|DUI SHBIPISAO PUB SUEO| Jueq JBY10,

£'0SY 2’159 L '86v 6722L
8'80¢€ 0'Lvs e 8'6S
8'80¢ - 0°00g - S1eah anl} Iy <
- 8'0vs g8l 5°CES SIEBA BALL 01 OMY UIYLIAA <
- [4!] 574 £LL SIE2A OM] 0] UO UIYIAA <
11eaA BUO Uey) 10w BYY
6Lyl oL 9951 L'ELL
- o 6/L 861 sBumouoq 1sylQ <
- - L't oY $8sea| 9oueUl 1IBpUN suonebiiqo <
6Lvt ooLL SPYEL £6vL SHEIPISAO PUE SUBD| YuBeg <
1JB3A UG UIYIIAA
:SMO||0} Sse anp (e} sjudwAeday
- - 0¢€9 60 SjuswileIsul Aq a|qeAedal aaoqe papnoul siunowy
L0SY 2'159 L°86Y% 622L
- - L0t 69 sasea| aoueuly Japun suonebgO
- S0 - 50 sdems Aduaiin)
- 8'6Z - 1374 S910U WIS} Wnipaw JsyiQ
- 1’902 - 1’902 £00g puoqouns Buneoy wpoes
8'80¢ 8'80€E 0°00€ 000 £600C PUOQOINS %G'G
- - S0 50 Duias — seou g1t BlgELEA
- 008 v/ L'GEL SHRIPIDAO pue SUBO| Jjueq JayiQ
8'irl 0'0€ 6L o'sy pueLap uo a|qeAedal S1RIPIGAC puUR SURO] jueg
w3 w3 w3 w3
¥00Z 5002 Y00z 5002
Auedwon Auedwoy dnoig dnoun

S2ANEALIBP pue SJUBLUNISUI [eIdURUL] 6L

65 5002 Slunoooe pue 1odal [enuue O1d dnosp s1o0g

sGumodriog gL




60 Boots Group PLC annual report and accounts 2005

> notes relating to the financial statements

19. Financial instruments and derivatives continued

19. Financial m:mﬂEBm&m and derivatives continued

(i) Interest rate risk profile
The tables below reflect the interest rate and currency risk profile after taking into account the effect of
interest rate swaps, currency swaps and forward foreign exchange contracts.

{a) Financial liabilities Financial Fixed rate Weighted
liabilities weighted average
on which average period for

Floating Fixed no interest interest which rate
rate rate is payable Total rate is fixed

Currency £m £m £m fm % Years

Sterling (356.2) (190.9) {0.5) (547.6) 6.0 3.6

Euro {158.0) - (0.6) (158.6) - -

Other (16.7) - - (16.7) - -

At 31st March 2005 (530.9) {190.9) R (722.9y 6.0 ) 3.6

Sterling (147.3) (182.9) (0.5) (330.7) 59 46

Euro (93.6) - (0.8) (94.4) -

Other {73.6) - - (73.6) - -

At 31st March 2004 (314.5) {182.9) {1.3) {498.7) 59 46

The sterling and euro financial liabilities on which no interest is paid have weighted average periods to
maturity of 0.1 and 1.2 years respectively (2004 2.0 and 1.2 years).

(b) Financial assets

Currency £m
Sterling 41.8
Euro 351
Other 51.9
At 31st March 2005 128.8
Sterling 289.2
Euro 258
Other 39.4
At 31st March 2004 354.4

All financial assets held at 31st March 2005 and 31st March 2004 were at floating rates of interest.

The other currency financial assets relate mainly to bank deposits held by foreign subsidiary companies.
The majority of the floating rate assets and liabilities receive or pay interest based on rates ruling in the
London inter-bank market.

) Foreign currency exposure profile

Operations with a sterling functional currency have Euro and US dollar monetary (liabilities)/assets amounting
to £{145.6)m (2004 £(10.5)m) and £1.9m (2004 £0.8m) respectively. Operations with non-sterling functional
currencies have no monetary assets outside their local currencies (2004 US dollars £nil).

There were no other material foreign currency monetary assets and liabilities that may give rise to an
exchange gain or loss in the profit and loss account.

(iv) Maturity of financial facilities
The group’s undrawn committed facilities at 31st March 2005 of £620m (2004 £462m) expire in July 2009.

{v) The maturity of borrowings
Details are shown in note 18,

{vi} Hedging .

Deferred gains of £7.0m (2004 £8.6m) resulting from the closure of interest rate swaps in respect of fixed
rate borrowings are held in the balance sheet. It is expected that £3.2m (2004 £2.4m) will be recognised in
the profit and loss account next year.

There were £12.56m {2004 £23.6m) nominal value forward foreign exchange contracts outstanding at

31st March 2005 used to hedge the cost of future foreign currency denominated purchases. There were also
£7.6m (2004 £nil) nominal value forward foreign exchange contracts outstanding at 31st March 2005 used to
hedge balance sheet liabilities. All contracts expire within one year. On a mark to market basis, the contracts
have a fair value of £nil.
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NG PmmiBal mmd vammmias
21%. Capital and roserves con

22. Share based payments continued

Impact of UITF38 ‘Accounting for ESOP trusts’

During the year, the introduction of UITF38 by the Accounting Standards Board has affected the treatment

of fixed asset investments in own shares in the balance sheet. A prior year adjustment as at 31st March 2004
has been made to reduce fixed asset investments by £74.7m, increase profit and loss reserves by £64.6m

and create an own shares reserve in equity of £139.3m. Net assets at 31st March 2004 have been reduced by

£74.7m as a result of these changes. Under UITF38, any impairment in the carrying value of shares held in
the Quest is no longer charged to the Profit and Loss account, and therefore an amount of £39.8m in respect
of previous year’s impairments has been credited o the Statement of Total Recognised Gains and Losses.

Impact of FRS20 ‘Share-based payment’

The prior year operating profit has been reduced by £1.1m to reflect the impact of the early adoption of
FRS20. An amount of £1.1m has been charged to the Statement of Total Recognised Gains and Losses in
respect of the difference between the share scheme charge calculated on the new basis and that already
charged. The impact of these charges on operating profit and net assets in the year to 31st March 2005 is £nil.

Total  Called up Share Capital

Own Profit profit share  premium redemption
Capital and reserves analysis shares  andloss  andloss _ capital  account reserve Total
(Company Figures) £m £m £m £m £fm £m Em
At 1st April 2004 - 15034 15034 193.9 0.3 152 1,7128
Retained profit for the financial year - 748.8 7488 - - - 7488
New share capital of Boots Group issued - ~ - - 20 - 2.0
Repurchase of shares - (300.0) {3000 {11.3) - 11.3  {300.0)
Charge for share scheme awards - 46 46 - - - 4.6
Movement in own shares _Q 2.5) 55 B {7.0} - - - (7.0
At 31st March 2005 (12.5) 1,962.3 1,949.8 182.6 23 265 2,161.2

Distributable Reserves
£763.8m of the profit and loss reserves relate to group restructurings and intra group property sales and
are not distributable.

22. mamqm based payments

The group operates an All Employee Share Ownership Plan (AESOP). Under the Free share part of the plan
employees in service for the whole of the preceding financiai year are awarded a grant of free shares,
conditional on completion of three years further service from the date of grant and a profit target being met.
Shares are held in trust for employees from the date of grant. The cost of this plan is calculated by charging
the entitlement to shares based on the group's estimate of the number of shares likely to vest.

The group also has a Long Term Bonus Scheme under which executive directors and certain senior
executives can receive ordinary shares if a performance condition based on Total Shareholder Return is met.
Further details of the scheme are set out on page 33 in the Directors’ Remuneration Report. Awards are
satisfied from shares purchased in the market held in an ESOP trust. The performance condition is a market
based condition. Fair value is estimated at the beginning of each performance period based on expected
performance and thereafter adjusted only for the impact of leavers.

Under an Executive Share Option Plan, executive directors and certain senior executives have been granted
options to subscribe for ordinary shares subject to a performance condition based on the group’s Earnings
Per Share performance. Further details of the Plan are set out on page 34 of the Directors’ Remuneration
Report. The fair value of options on the date of grant has been estimated by an independent third party using
a proprietary valuation model. The inputs into the model were option price {£5.76-£7.10), expected volatility
(21-23%) based on historic volatility, expected dividend yield (5%), a share price of £6.50, a risk free rate of
5.5% and a term of ten years with no exercise possible during the first three years. This fair value has been
spread over the expected vesting period based on estimates of future EPS performance and adjusted for
leavers. New shares are issued to satisfy awards under this scheme.

A number of grants under the schemes listed above and also under a Save As You Earn {(SAYE) option
scheme were made before 7th November 2002. The recognition and measurement principles have not been
applied to these grants in accordance with the transitional provisions of FRS20 ‘Share-based payment'.

The terms and conditions of the grants made after 7th November 2002 whereby, all rights will be satisfied
by the delivery of shares are as follows:

Contractuat life

Grant date Number of instruments Vesting conditions of options
Executive options - -
29/11/2002 63,842 EPS performance target after three years 10 years
(retested if necessary at the
- ) end of 4, 5 and 6 years) -
23/6/2003 1,568,547 EPS performance target after three years 10 years
(retested if necessary at the
end of 4, 5 and 6 years)
18/9/2003 272,925 10 years
4/12/2003 50,385 10 years
14/6/2004 1,444,474 EPS performance target after three years 10 years
{retested if necessary at the end of 5 years)
8/11/2004 35,981 10 years
AESOP shares
27/6/2003 1,225,378 Employment throughout the financial
year prior to grant date plus a further
3 years from grant and profit target
2/7/2004 1,021,063
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24. Reconciliation of oparating profit to operating cash flows

26. Commitments and contingent liabilities

Restated’ {i) Future capital expenditure approved by the directors and Group Group
2005 2004 not provided for in these financial statements is as follows: 2005 2004
£m £m £fm £m
Group operating profit 501.7 560.1 Contracts placed 16.9 28.6
Depreciation, amortisation and impairments of fixed assets 146.3 133.6
Amortisation of own shares 5.1 4.2
Loss on disposal of fixed assets 23 3.4 (il) Annual commitments under operating leases are as follows: Group
Increase in stocks (20.6) {53.7) Land and Group
| - L . . buildings Other
ncrease in debtors; including pension prepayments (49.3) (43.5) £ em
{Decrease)fincrease in creditors (47.8) 484 —
Cash flows relating to provisions {5.3) 1.3 mx‘n_::@
Other non-cash movements (3.0 11.3 Within one year 7.2 1.4
N - N - - - - —  Over one year and less than five years 21.0 14.0
Net cash inflow before mxnm:.azca relating to exceptional items 529.4 655.1 Over five years 160.0 a2
Cash flows from exceptional items {see below) {14.7) {17.3) -
- - . v At 31st March 2005 188.2 23.6
Cash inflow from operating activities 514.7 637.8 —
- Expiring:
"Restated on adoption of FRS$20 ‘Share-based payment’ and UITF38 ‘Accounting for ESOP trusts’ {see note 21). Within one year 73 0.8
Over one year and less than five years 21.0 124
Over five years 147.2 18.9
2005 2004 B}
£m £ At 31st March 2004 1755 32.1
Cash flows-from exceptional items: Other fi i i
Utilisation of provisions on disposal/closure of businesses {14.7) (17.3) { ther financial commitments i i . o
On 1st November 2002 Boots entered into a contractual arrangement with Xansa Plc to provide [T application
- :a.d (173 support and development services over a seven-year period. This arrangement includes a guaranteed
minimum payment from Boots to Xansa of £26m.
25. Analysis of net debt {iv) Contingent liabilities
Knoll Pharmaceutical Co. {‘Knol!') has been a defendant in a number of consumer class actions in 30 states
As at Other As at . N
Tst April Cash non-cash 315t March of the USA, Canada and Puerto Rico. Knoll was the successor to Boots Pharmaceuticals Inc., formerly an
2004 flow changes Currency 2005 indirect subsidiary of the company. which was sold to the BASF group under agreements made by the
£m £m £m £m £m company in March 1995. The company was named as a defendant in some of these actions, which allege
Cash at bank and in hand 1105 1.7 - 06 109.4 that the marketing of the product Synthroid did not comply with consumer protection and business practice
Bank loans and overdrafts repayable laws. A settlernent by Knoll of consumer actions and claims of insurers and state attorneys general in the
on demand 112.9) 64.0 - 0.1 (49.0) United States has been approved, and a settlement of most of the actions in Canada has been approved. The
Net {overdraft)/cash (2.4} 623 B 05 60.4 company mwwamﬂmn_ that the @m«mﬁ oo,cn_m S:zﬁ_u.:” ?ﬂm:om :m.a ﬁ:o _c:.ma_o:o: o.<mﬂ itin Sw.mo om”mm ﬂ:a this
Liquid resources 239.1 (219.7) _ B 194 was mc_o63<m Y wwﬁmmm court in _ﬂo_wm n the light o .9:52 in QBmmﬁ_o:_:%.m @S_SM.G believe t m:.ﬂ:m .
Obligations under finance leases (10.1) 5.7 (1.5) B (5.9) MoBuﬂﬂ,\v mmwm%%uo Qm mﬂn.u_mm wo such ¢ m_3w as ﬂm«_\ arise concerning ynt| .S_Q including ﬂz ﬁmﬂB_m m ©
Other borrowings (375.1) (293.3) R 04 (668.0) rought by and, whi e the oS.ooam of such claims as may arise remains uncertain, they believe that it
should not have a material adverse impact on the group.
Total {148.5) {445.0) (1.5) 09 (594.1)

Liquid resources comprise listed investments and short term deposits (see note 15).
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97 Pensions continued

27. Pensions continued

The market value of the assets in the UK schemes, the present value of liabilities and the resulting deficit

Analysis of movement in deficit during the year

2005 2004
together with the expected rates of return on the assets were as follows: For year ended 31st March 2005 £m £m
{Deficit¥surplus in scheme at beginning of the year (58) 154
Long-term Long-term Long-term Current service cost Qm.; {76)
rate of return rate of retumn rate of retumn Contributions 64 61
expected at Value at  expected at Value at. expected at Value at Past service costs :wv {12}
31st March  31st March  37st March ~ 31st March  31st March  31st March - PN
2005 2005 2004 2004 2003 2003 Other ﬂ_:msom income 7) {10)
Y% p.a. £m % p.a. £m % p.a. tm Actuarial gainf{loss) 16 (175)
Bonds 5.2 2,593 5.0 2.831 18 2,676 Deficit in scheme at end of the year (83) (58)
Equities 7.7 304 - - - -
Other net assets 4.9 116 4.0 5 35 18
History of experience losses and gains
Total market value of assets 3.013 2,836 2894 Eor vear endod 31st March 2005 2005 2004 2003
Present value of scheme liabilities (3,096) (2,894) (2.540) -
— - -~ Difference between expected and actual return on scheme assets: }
(Deficit)/surplus in scheme {83} (58} 154 > Amount (m) N 59 33 198
Related deferred tax asset/lia 25 17 (46) > Percentage of scheme assets (%} 2.0 12 73
Net pension (liability)/asset (58) 41 108 Experience gainsflosses) on scheme liabilities:
> Amount (frm) 96 (56) 23
Had the group adopted FRS17 the financial statements would have refiected the following amounts during rvzlvm_‘omslrom of the Uﬂme‘E value of the scheme liabilities (%) 31 (1.9) om‘
the year: Total amount recognised in STRGL:
> Amount (Em}) 16 (175} 13
2005 2008 > Percentage of the present value of the scheme liabilities {%) 05 (6.1) 0.5
For year ended 31st March 2005 £m fm
Amounts charged to operating profit If the above amounts had been recognised in the financial statements, the group's net assets and profit and
Current service cost 75 76 loss reserve at 31st March would be as follows:
Past service costs 13 12
Total operating charge 88 88 Group net assets and reserves recon Restated'
Amounts included as other finance income NM,M No%m
Expected return on pension scheme assets 142 128
Interest on pension scheme liabilities (159) (138) Net assets as reported 1,611 1,808
Net ret (1) (10) Effect of including net pension liabilities (UK schemes) (58) (41)
et retum Less SSAP24 pension prepayment net of deferred tax {83) (85}
Amounts :woom:_moa in the Statement of Total Recognised Gains Net assets restated for FRS17 1,470 1.682
and Losses {STRGL) e . :
Actual return in excess of expected return on pension scheme assets 59 33 )
Experience gains/losses) arising on the scheme liabilities 96 {56y  Profitand loss account reserve as reported 845 1.042
Changes in assumptions underlying the present value of the scheme liab {139) (152) Effect of including net pension liabilities AC_A%o:mﬂjmwv (58) (@an
; - - - L SSAP24 pension prepayment net of deferred tax 83 85
Actuarial gainf{loss) recognised in STRGL 16 (175) ©ss p prepay o (83) (8)
e g Profit and loss account reserve restated for FRS17 704 916

"Restated on adoption of FRS20 'Share-based payment’ and UITF38 ‘Accounting for ESOP trusts’ (see note 21).
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orincipal
companies

group financial
reconra

profit and loss account

Percentage
Percentage held by
held by subsidiary
Principal activities company undertakings
Company
Boots Group PLC Investing
Subsidiary undertakings
{incorporated in Great Britain)
The Boots Company PLC Manufacturing, marketing 100
and distribution of healthcare
and consumer products
Boots Healthcare International Ltd. Marketing consumer products 100
Boots Properties Limited "Property holding 100
Boots The Chemists Ltd. Retail chemists 100
Boots Holdings (BHI) Ltd. Holding Company 100

Percentages relate to holdings of ordinary share capital.

Restated” Restated”
2005 2004 2003 2002 2001
£m £m £m £m £m
Group turnover from continuing operations 5,441.9 5,286.4 5,043.4 4,773.7 4,702.9
Discontinued operations 27.2 38.6 276.9 552.8 5131
Total group turnover 5,469.1 5,32b.0 53203 5,326.5 5,216.0
Operating profit from continuing operations 508.2 570.1 579.1 635.0 580.5
Discontinued operations {6.5) (20.0) (18.8) 101 211
Group operating profit before exceptional items 501.7 550.1 560.3 645.1 601.6
Share of operating loss of joint ventures (0.6) (1.1) {13.2) (20.9) (23.1}
Total operating profit before exceptional items 501.1 549.0 5471 624.2 578.5
Qperating exceptional items - - - (16.4) (50.5)
Total operating profit including share of .
joint ventures 501.1 549.0 547.1 607.8 528.0
Oﬁr‘mﬂ exceptional items (non operating) (53.7) 364 (152.6) (26.5) (38.4)
Profit on ordinary activities before interest
and taxation 447.4 585.4 3945 581.3 489.6
Net interest {payable)/receivable and similar items (19.8) (5.5) 103.4 13.2 1.1
Profit on ordinary activities before taxation 427.6 579.9 497.9 5945 490.7
Taxation (124.7) (167.7) (191.9) (190.8) {169.0)
Profit on ordinary activities after taxation 302.9 4122 306.0 403.7 3217
Equity minority interests (0.5) (0.7} (0.5} (0.3) (0.2)
Profit for the financial year attributable
to shareholders 3024 A11.5 305.5 403.4 3215
Dividends paid and proposed (216.6) {226.3) (230.7) (240.6) (231.6)
Retained profit for the financial year 85.8 185.2 748 162.8 89.9
statement of total recognised gains and losses
Restated® Restated"
2005 2004 2003 2002 2001
£m £m £m £m fm

Profit for the financial year attributable
to shareholders 302.4 4115 3055 403.4 3215
Surplus/{deficit) on revaluation of properties - -~ 174 1.5 (1.8)
Impairment losses on revalued assets - - - - (0.1)
Currency translation differences 15 (14.8) 75 (3.0} 6.1
Total recognised gains and losses for the year 3039 396.7 330.1 401.9 3257

'Restated on adoption of FRS20 ‘Share-based payment” and UITF38 ‘Accounting for ESOP trusts’ (see note 21).
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segmental inancial record

= continuing operations

Turnover, including inter-segmental turmover

2005 2004 2003 © 2002 2001
£m fm fm fm £m
Boots The Chemists 4,651.1 4,479.0 4,287.7 4,076.2 3,9925
Boots Opticians 182.5 199.7 2123 201.0 1955
4,833.6 4,678.7 4,500.0 4,277.2 4,188.0
Boots Healthcare International 522.7 504.6 460.4 407.3 362.0
Boots Retail International 48.3 43.0 37.0 40.3 421
Group and other 67.7 90.1 78.9 74.2 136.5
Discontinued operations 288 40.0 2778 6634 513.6
5,501.1 5,356.4 5,354.1 5.352.4 5,242.2
Inter-segmental turnover {30.4) (30.0) (31.7) (22.0) (20.9)
Less joint venture turnover (1.6) (1.4) (2.1) (3.9} (5.3)
Group turnover excluding inter-segmental
and joint venture 5,469.1 5,325.0 5,320.3 53266 5,216.0
Operating profit before operating exceptional items
. Restated' Restated"
2005 2004 2003 2002 2001
£m fm £m fm £m
Boots The Chemists 470.0 b32.6 571.0 606.8 581.1
Boots Opticians 4.2 129 7.8 8.2 b_m‘
474.2 5455 578.8 615.0 585.6
Boots Healthcare International 87.8 80.6 70.1 66.7 59.6
Boots Retail International {8.2) {10.4) (22.3) {24.1) (43.4)
Group and other {45.6) {45.6) {59.3) (41.4) {40.7)
Discontinued operations {7.1) (21.1) (20.2) 8.0 17.4
Group operating profit 501.1 549.0 547.1 624.2 578.5

'Restated on adoption of FRS20 ‘Share-based payment” and UITF38 ‘Accounting for ESOP trusts’ (see note 21).
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